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Syntax-Brillian is ?ne of the world’s leading manufacturers of high-definition televisions and aother
digital entertainment products incorporating two technologies:
« LCD {liquid crystal display}, and
* LCoS™{liquid crystal on silicon).

f

Under the Olevia ItJrand, the Company employs its LCD technaology in 60-inch and smaller H[l}TVs

and its LCoS™ technalogy primarily in specialty applications and larger high-end micro-display
HDTVs. Building on a glabal supply chain and a growing stable of domestic and international

distribution and retail sales channels, the Company is pursuing manufacturing and mark?ting

|
alliances overseas, including recently announced joint ventures in China, Venezuela, and I%razal.

Syntax-Brillian's t;elevisions — marketed as the Olevia 3,5, and 7 Series — deliver an exceptional
digital entertainmlent experience with superior specifications, outstanding value, and an in]dustnr
leading warranty'The Olevia productbline has steadily grown in popularity since its introduction
in North Arnenca in 2004 and is now recognized as a leading LCD brand. A recent addition to

the 5 Series is a 65 inch HDTV featuring award-winning LCoS™ technology.

I
In addition to an extraordinary combination of quality and value in its mass-market LCD-based

products, the Company is widely recognized for the quality and performance of its micro- dlsplay
HOTVs for home- theater and commercial appllcatlons As developer of the industry's first Gen Il
!LCoS micre-display imagers and support electronics, Syntax-Brillian remains a driving ferce in
the commercialization of liquid crystal on silicon technology.

1

FORWARD-LOOKING STATEMENTS
Certain statements coritained in this annual report that are not histarical fact constitute “farward-looking statements” under federal
securities laws, and Syntax-Brillian intends that such forward-looking statements be subject to the safe harbor created thereby.
Such forward-looking étatements include statements regarding anticipated fiscal 2007 revenues and profitability, the Co'mpanv's
ability to capitalize on a number of strategic alliances, anticipated growth in overall market share, Sino-Brillian’s targeted pfroduction
valume, and market ac"ceptanca of the Company’s LCoS™ technalogy. As detailed in the accompanying Form 10-K for the fiscal year
ended June 30, 2006, these and similar statements are qualified by factors that could cause actual results to differ materially from
those reflacted in the flnmard-lunking statements. ’

Briflian and LCoS are t}ademarks or registered trademarks of Syntax-Brillian Corporation.




Letter to Stockholders

On June 30, 2006, Syntax-Brillian — the product of
the November 2005 merger of privately held Syntax
Groups Corporation and publicly held Brillian
Corporation — completed its fiscal year with sales
of $193 million, working capital of $26 million, and
stockholders’ equity of $65 million, Fiscal 2007 is

off to a strong start, and we look forward to a solidly
profitable year with the expectation of more than
5400 million in revenues and a significant improve-
ment in gross margins.

With the merger, Syntax-Brillian benefits from having
two complementary liquid-crystal technologies —
LCD and LCoS'"—that are expected to dominate the
future of high-definition television. Syntax brought

to the tabie the full lineup of Olevia LCD HDTVs, a
brand widely acknowledged as offering an unsur-
passed combination of performance and value.
Brillian contributed proprietary technology protected
by numerous patents and its expertise in the design
and manufacture of Gen |1 LCoS imagers and light
engines and high-end micro-display HDTVs. Already
among the top ten suppliers of HDTVs in Narth
America, we have the products and the resourc\es
to capture an ever larger share of a burgecning
global market.

Gaining market share will require that we excel in
three areas: technology, marketing, and distribution.
Success at the bottom line also will require us to
build capacity and drive top-line growth without
compromising profitability. We are well on our way
to meeting all these chjectives — in part because
we recognize that, properly executed, the whole can
be greater than the sum of its parts. More to the paoint,
we have sought to establish manufacturing alliances
and distribution and marketing alliances that will
enable us to employ our talents and technology to
maximum cleﬁect.

These efforts have produced some highly advantigeous
strategic relationships that will provide the four.dation
for'Syntax-BriIIian’s future success. Among theri are a
supply agreement with LG.Philips LCD, a world leader
in the manufacture of LCO flat paneis; an affiliation
with Taiwan Kolin Co. Ltd., a major stockholder that
collaborates with us in product development, pro-
curement, and centract manufacturing for the Clevia
product lines; a joint venture with Nanjing Huahai
Display Technology, which provides assembly ¢nd
marketing support for Olevia products throughcut

the Asia Pacific reqion; an agreement with Sola- Link
Technologies for the assembly of Olevia televisiuns at
a new facility in Southern California; a?]d Sino-Brillian
Display Technology Corporation, a joint venture with
one of China's largest state-owned enterprises for

the production of LCoS-based light engines for sale

to television manufacturers in China and elsewhere.

Our ability to attract such strategic partnersis a
testament to the merits of our technology and thz
value of our brands. Indeed, successful brandiny is
paramount in order to prevail in the HDTV competitive
fandscape. Accordingly, we have structured a joint’
venture — Olevia Senna do Brasil — with Group Sanna,
a high-profile family owned business conglomerate

in Brazil, for the manufacture and marketing of LD
televisions expressly tailored to Latin American tastes.
In a similar vein, we recently announced a marketing
agreement with Venezuela-based Grupo-Denim, as
well as an agreement with Hong Kong-based South
China House of Technology for the retail distribution
of the full line of Olevia products throughout China
and East Asia. Equally noteworthy is our far-reaching
arrangement with ESPN and ABC Sports, in which
the Olevia brand is being aggressively lsveraged and
widely promoted throughout a broad range of ES?N
media properties, including television, radio, prin:,
events, and online outlets.
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‘“ With the merger, Syntax-Brillian
benefits from having two complementary
liquid-crystal technologiés — LCD and
LCoS™ — that are expected to dorﬁinate
the future of high-definition television.”

Vincent F. Sollitto, Jr.
Chairman of the Board and Chief Executive Officer

- In addition to our growing LCD business, we expect
to remain a driving force in the commercialization of
LCoS™ technology, which we believe will emerge as
the dominant platform for micro-display HDTVs. We
have transferred the production of light engines to
the Sino-Brillian jeint ;:enture, although we continue
to manufacture LCoS™ imagers at our Arizona facility.
With a target pruduction volume of 300,000 units
annually, the joint venture will supply third-party
manufacturers of micro-display televisions as well
as our own Olevia-brafnded-LCoS" HDTVs for the
North American market.

|

We will assemble a portion of our recently introduced
Dlevia 3,5and 7 Serie’s at the new Southern California
facility rather than in Asia, thereby reducing shipping
costs and import duties while improving margins. The
Olevia 3,5 and 7 Series — our first product offerings
since the merger — contain a number of technological
innovations and are rich in features that will ensure

* their enduring value to consumers. They are being
enthusiastically received and are destined, we believe,
to elevate Qlevia-branded HDTVs to tier-one status
among their peers. Mpreover, we believe that demand
for LCoS™ technologys— now available in the Olevia 5
Series — will likewise grow as the marketplace comes
to appreciate its advantages, notably in commercial,
home-theater, and other specialty applications.

Syntax-Brillian has the extraordinary good fortune

to be competing in a vibrant and growing ||-narket-
place. Demand for HDTVs in North America alone is
expected to have a compound annual gro{mh rate of
more than 30% through the balance of the: decade.
Demand in China is growing even faster. Tlhe Chinese
market is now second only to North America in units
shipped and will soon be the largest markiet in the
world. In this environment — given our exceptional
products, increased manufacturing capacity, and the
strength of our marketing and distribution channels
— we face the future with considerable cl\ptimism.

In closing, | would mention our conviction that a
company’s most important constituents — second
only to its customers — are its stockholders. That
said, we thank you for your continuing su;!:port, and
we lock forward to keeping you apprised [Jf our
progress in 2007.

Sincerely,

ik

Vincent F. Sallitto, Jr.
Chairman of the Board and Chief Executive Officer

October 2006
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
" Washington, D.C. 20549

. Form 10-K/A

(Amendment No. 1)

. ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

. For the fiscal year ended June 30, 2006
o b , Commlssmn File Numher 000 50289

Syntax-Brllllan Corporatlon

v - {Exact Name of Registrant as Specified in Its Charter)}

Delaware C05-0567906
{State or Other Jurisdiction of {I.R.S. Employer
Incorporation or Organization) Identification No.)
- *1600 N. Desert Drive *
Tempe, Arizona 85281
(602) 389-8888

{Address including zip code, and telephone number,
including area code, of principal executive offices)

i

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class ‘ _ Name of Each Exchange on Which Registered o
Common Stock, par value $.001 per share The Nasdaq.Global Market
Preferred Stock Purchase Rights The Nasdaq'Global Market
' Securities registered pursuant to Section 12(g) of the Act: '
None

Indicate by check mark if the rcglstram is a well- known seasoned issuer, as dcﬁned in Rule 405 of thc Securities
Act. Yes O NoE . : S

Indicate by check mark whether the rcglstrant (1) has ﬁled all reports required to bc filed by Section 13 or 15{d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such ﬁling requirements for the past
90 days. Yes No O

Indicate by check mark if disclosure of delmquent filers pursuant to Item 405 of Regulatlon S-K is not contamcd
herein, and will not be contained, to, the best of rcglstranl s knowledge, in definitive proxy or information statements
incorporated by reference in Part 111 of this Form 10-K or any amendment to. this Form 10- K. DO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated ﬁlcd, or a non-accelerated
filer. See definition of “accelerated filer and large accelerated filer” in Rule-12b-2 of the Exchange Act.
Large accelerated filer OJ Accelerated Filer @ - Non-accelerated filer £

Indicate by check mark whether the reg15trant is a shell company (as defined in Rule 12b-2 of the
Act). Yes O No & :

The aggregate market value of Common Stock held by nonaffiliates, of the- rcglstrant (27,089,690 shares) based on
the last reported sale price-of the registrant’s Common Stock on the Nasdaq Global Market (formerly the Nasdaq
National Market) on June 30, 2006, which was the last business day of the registrant’s most recently completed fiscal
year, was $132,739,481. For purposes of this computation, all officers, directors, and 10% beneficial owners .of the
registrant are deemed to be affiliates. Such determination should not be deemed to be an admission that such officers,
directors, or 10% beneficial owners are, in fact, affiliates of the registrant.

vy - A

As of September 8, 2006, there were outstanding 49,331, 279 shares of thc registrant’s Common Stock, par value
$.001 per share.

o
Documents Incorporated by Reference '

Portions of the registrant’s definitive Proxy Statement for the 2006 Annual Mcelmg of Stockholders are mcorporaled
by reference into Part II1 of this Form 10-K.




SYNTAX-BRILLIAN CORPORATION

ANNUAL REPORT ON FORM 10-K/A i .
For the Fiscal Year Ended June 30, 2006 g

EXPLANATORY NOTE

This Amendment No, | to our Annual chort on Form 10-K amends our Annual chort on Forn 10-K
for the year ended June 30, 2006, originally filed with the Securities and Exchange Commission on
September 13, 2006 (the “Original Filing”). We are filing this Amendment No. 1. to amend our Consolidated
Balance Sheets and Consolidated Statements of Stockholders’ Equity to reflect the legal capital structure of
Brillian Corporation and the accumulated deficit of Syntax Groups Corporation. In addition, we are including
a currently dated consent of our independent registered public accounting firm and certain currently dated
certifications. Except as described in this Explanatory Note, no other changes have been made to the Criginal
Filing, and this Amendment No. 1 does not amend or update any other information set forth in the Criginal
Filing.
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Statement Regarding Forward-Looking Information

The statements contained in this report on Form 10-K/A that are not purely historical are forward-looking
statements within the meaning of applicable securities laws. Forward-looking statements include statements
regarding our “expectations,” “anticipation,” “intentions,” “beliefs,” or “strategies” regarding the future.
Forward-looking statements also include statements regarding revenue, margins, expenses, and earnings analysis
for, fiscal 2007 and thereafter; technological innovations; futufe products or product development; product
development strategics; beliefs regarding product and technology performance; potential acquisitions or strategic
alliances; the success of particular product or marketing programs; and liquidity and anticipated cash needs and
availability. All forward-looking statements included in this report are based on information available to us as of
the filing date of this report, and we assume no obligation to update any such forward-looking statements. Our
actual results could differ materially from the forward-looking statements. -Among the factors that could cause
actual results to differ materially are the factors discussed under Item 1A. Risk Factors. -
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Item 1. Business

Introduction, ' ,‘ . . " , - c

“We are a leading designer, developer, and distributor of high- -définition’ televisions, or HDTVs, in liquid
crystal display, or LCD and liquid crystal on silicon, or LCoS, formats. Our LCD and our popular priced
LCoS HDTVs, ‘under ‘our Olevia brand name, and our premlum large-screen, rear-prOJectlon HDTVs
utilizing our proprietary LCoS’ microdisplay technology, ‘are sold to high-end’ audio/video manufacturers,
distributors of high-end 'consumer electronics products, ‘and consumer electronics’ rétailers. IOur price-
conscious Olevia product lines include flat panel LCD models in diagonal sizes from 20 inches to 42 inches
and our 65-inch Gen II LCoS Rear Projection HDTV designed for the high-volume home entertainment
market; our price-performance, full feature Olevia product line includes 42-inch and 47-inch high-end
HDTYVs for the home entertainment and home theater markets; and our Gcn II LCoS rear projcctlon 65-inch
HDTV addresses thc prcmlum audto/v1dco market.

R I ' bz

' We have established a-virtual manufacturmg model utlllzmg Asian sourccd componcnts and third- party
contract manufacturers and assemblers located in close proximity to our customers to assemble our HDTVs.
We also offer a broad line of LCoS microdisplay products and subsystems including LCoS imagers, that
original équipment manufacturers, or OEMSs, can integrate into proprietary HDTV-products, home theater
projectors, and near-to-eye applications, such’as head-mounted monocular or binocular headsets and viewers,

for 1ndustr1a1 medlcal mllltal‘y, commercial, and consumer applxcatrons )

e Untll Septcmber 2003,.we operatcd as-a d1v151on of Thrcc-Flve Systems, Inc or TFS. ]n anticipation of
the spin-off to the stockholders of TFS, TES organized us as a wholly owned subsidiary. In connection with
the spin-off, TFS transferred to us its LCoS microdisplay business, including the related manufacturing and
business assets, pcrsonncl and intellectual property. TFS also provided initial cash funding to us in the amount
of $20.9 million. The spin-off was completed on September 15, 2003 as a spécial dividend to the stockholders
of TFS. In Novcmber 2005, we comipleted a merger with Syntax Groups Corporation and changed our
corporate name from Brillian-Corporation to Syntax-Brillian Corporation. Syntax was incorporated in Apr11
2003 to develop, market and dlstnbute olcctromc produéts through cotlaboratton wrth third- party compamcs
in Asia. . T . ' : S

Industry Factors

_t,IudustryBackground - . ST POt oL

The worldw1de conversion of media content from analog to dtgltal is a primary ‘growth dnver i’ the
television market, ThlS tonversion is'being mandated i in the Umted Statcs Europe and Asia. For examplc ‘the
U.S. Congress has set a target date of February 18, 2009 for all television transmissions to be digital.
Additionally, the U.S, Federal Communications Commission requires that all televisions with screen sizes of
25 inches or larger contain.an over-the-air digital tuner. The combmatlon of declining prices, tcchnologrca]
advances, and increasing amounts of’ dtgltal programming broadcast in hlgh definition.is driving growth in, thc
HDTV market. Y - R S . .

Research data from’ DlsplayScarch projects that 23 miillion HDTVs were sold in 2005 and 121 ‘million
will be sold in 2010.'The greater than 50-inch'large-scréen HDTV market is expected to grow by 73% annually
from 2004 to 2010 from 3.6 million to 13.3 million units, with an' estimated 2.7 million total units‘of all
microdisplay technologies to be sold in 2010. 'LCD- penetration is expected to increase from -approximately
21.2 million units in 2005 to 115.9 million units in"2010 with LCD TV revenues growing from $12 billion to
$91.2 billion from 2004 to 2010. The microdisplay rear-projection market is expected to expand from
1.6 million umts in 2004 to 2.7 million units in 2010 with revenues expected to reach $3.9 btlhon by 2010.

- Within the home electronics market, there is a continuing trend toward-larger and htgher-rcsotutlon video
screens for home entertainment systems. Picture quality, including ‘high resolution, high contrast ratio, and a
high pixel fill factor, continue to gain importance in the HDTV market. We believe consumers are-willing to
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spend more for higher quality entertainment in their homes to support their diverse television, video, Internet,
and other digital entertainment needs.

Mlcrodlsplays address the technological demands of the HDTV, home theater, and near-to-eye raarkets.
Microdisplays are thumbnail- s1zed displays that create high-tesolution images, including full motion video and
computer screen-content: The tiny image on a microdisplay is projected onto a screen or other surface for
individual or group. vxewmg, or is viewed through a magnifying device similar to a viewfinder 1n portablc
apphcatlons Rear-projection televisions shine a magnified image from a microdisplay onto the back of a
translucent screen for viewing; home theater projectors cast the image produccd by a microdisplay on ¢ distant
screen; and near-to-eye. -microdisplay devices produce an image that can be viewed through a ma; ;mfymg
headset or viewer. . , _ ) . :

.. HDTV Technologies . - . v

Currently, there are several leading technologlcs available for HDTYs, each having its own advantages
and disadvantages with respect to the other formats. The direct-view technologies are LCD and plasma based
panels. The rear pI‘O_]CCtlon tcchnologles are high temperature polysﬂlcon or HTPS, dlgltal hght proces smg, or
DLP and LCoS. ' . < . :

Traditional. cathode ray tube or CRT television utlhzes a spec1ahzed vacuum tube in whlch 1magcs are
produced when a moving electron beam strikes a phosphorescent surface.

[

LCD televisions feature a matrix of thin film transistors that supply voltage to liquid crystal fili=d cells
enclosed between two flat panel glass screens. When hit with an.electrical charge, the crystais modulate light
generated by a-lamp behind the screen, reproducing colors by attenuatmg particular wavclengths from the
spectrum of white light until the correct coloer is produced. o :

Plasma tcchnology is a dlrcct -view display-that has enablcd the creation of large flat -pangl tele visions
measuring less than six inches deep. In plasma televisions, the display itself consists of cells. Within cach cell,
two glass panels are separated by a narrow gap in which neon-xenon gas is injected and sealed in plasma form
during the manufacturing process. The gas is electrically charged at specific intervals when the plasma set is in
use. The charged gas then strikes red, green, and blue phosphors, thus creating a television image.

LCoS microdisplay technology uses a liquid crystal layer that sits on top of a pixelated, reflective mirror
substrate. Beneath the substrate exists another layer containing individual transistors to activate each pixel.
Light is projected at the reflective surface, but it must first pass through the liquid crystal layer. When.a pixel
is activated, it modulates the light. reachmg the reflective surface. L1ght that is reflected is then magmf ied and
focused onto the screen through a series of lenses. Because integrated circuits form the basis of these dlsplays
liquid crystal on silicon tcchnology permits a very high-resolution, high- pcrformance dlsplay o

1.
1

Digital micromirror dcv1ce, or DMD, is a proprietary product of Texas Instruments, which calls this
device DLP. DLP technology is found widely in both front and rear projection televisions. At its heart is the
digital micromirror device chip that contains a'rectangular array of hinge-mounted' individually movable
microscopic mirrors, one.for each pixel. The mirrors on a DLP chip can either tilt toward the light, creating a
pixel of light, or swing away from the light, creating a dark pixel. Most DLP televisions and projectors use a
one-chip design. In order to generate a coler image on a one-chip telcvxsron the light passes through a
spinning color wheel containing cyan, magenta, and yellow filters. This enables a one-chip DLP television to
display 16.7 million different colors. In a.thre¢-chip design, the need for a color wheel is eliminated, and
instead, the white light is divided into three colors through a prism. Each beam is focused onto one dedicated
chip for each color, resulting in a very bright, rich color picture. -

High—iemperature polysilicon, or HTPS, microdisplays use a transmissive techrology and are available
from only two.large Japanese companies. HTPS displays sandwich liquid crystal material between two'layers
of quartz high-temperature. glass. To preduce images, light passes from a projection lamp into a color
‘management and display system.




Thin film transistor liquid crystal displays, or TFT LCDs, may also be used in the large-screen HDTV
market. The principles of legal shuttering-are essentially the same for HTPS as they are for large LCD
HDTVs. The difference is that HTPS LCD panels are much smaller than for large LCD HDTVs. TFT LCDs
must use three separate panels with special color filters to blend three black-and-white images into full color.
The three images (red, green, and blue} are conveyed with a special prism into a smgle precise, reglstered
1magc then magnified and projected onto the TV screen.

Motorola has announced carbon nanotube technology designed to enable manufacturers to design large
flat panel displays that exceed the image quality characteristics of plasma and TFT LCDs at lower costs.
Motorola states that it is in discussions with electronics manufacturers in Europe and Asia to license the
technology for commercialization. At this time, we cannot assess the performance of that technology or the
effect, if any, it will have on the large-screen HDTV market.

We believe that LCD HDTVs will dominate the flat panel HDTV market for screen sizes 30 inches and
below and that LCoS HDTVs will dominate the high-end HDTV market for screen sizes of 55 inches and
above. Industry sources indicate that LCD HDTVs have already overtaken plasma HDTVs at screen sizes of
37 inches or less and will overtake plasma at screen sizes of 42 inches and 50 inches within the next several
years. We believe we currently rank among the 10 largest suppliers of LCD HDTVs in North Amcrlca Wc
are in the process of commercializing our LCoS HDTVS

We believe that technologies that compete w1th LCDs and LCoS have 51gn1ﬁcant dlsddvantages CRTs
present resolution, size, weight, performance, and power consumption issues. Although plasma television
technology eliminates the need for the bulky picture tube and electron beam scanning of traditional picture
tube televisions, we believe plasma televisions still suffer from some of the drawbacks of traditional televisions.
Plasma screens suffer from “burn in” when graphics or parts of an image are stationary on the screen for a
long period of time. In addition, plasma consumes 51gn1ﬁcanl power, gcncralcs significant heat, and presents
pixel longcvny issues.

DLPs are relatively expensive to manufacture, especially for larger dev1ces with hlgher resolutions, and
the manufacturing facilities involve major capital investments. DLP HDTVs also have image quality issues,
partlcularly related to contrast tatio, unwanted video artifacts, and color distortion. Because the mirrors in
DLPs are mechanical in nature, and thus are prone to mechanical malfunction, a mirror can become stuck,
either on or off, resulting in a single pixel remaining fixed on the screen. Because of the color wheel, images on
a DLP television tend to have a distracting “rainbow” effect resulting from the shifting rainbow of colors.

' High-temperature polysilicon microdisplays require special optics and are large and expensive. HTPS
HDTVs, which use a transmissive technology available only from two Japanese companies, suffer from a low
pixel filt factor that produces an undesirable screen door effect on the image. .

We believe LCD HDTVs provide excellent picture quality with a very thin form factor. LCDs also hav@
extreme brightness, have rapid response times, and exhibit superior bright room viewing properties.

We believe that liquid crystal on silicon microdisplays, particularly our Gen II LCoS microdisplays,
provide a superior alternative to existing technologies in the large screen HDTV market. We bclleve our
Gen 11 LCoS technology provides significant advantages in tefms of resolution, brightness, contrast ratio,
grayscale performance, and lifetime, partlcularly in larger screen sizes. Given these advanced capabilities, our
LCoS HDTVs compete in the prcmlum segment of the large-screen HDTV market. Our proprictary Gcn I1
LCoS products have a high contrast ratio and high pixel fill factor, and we believe that they provide superior
performancc to the liquid crys}al on silicon technologies produced by our competitors.

Near-to-E yé Applications

The near-to-eye market for microdisplays consists of an established electronic viewfinder market and an
emerging high-resolution viewer market. In the high-resolution near-to-eye markets, professional applications
in the industrial, medical, and military markets have been the first to develop. These markets demand superior
image quality and high resolution for image, video, and multimedia applications. Wearable computing,
endoscopic surgery, augmented reality systems, and riflescope applications are examples of product categories

3




in this segment. Examples of products emerging in professional and commercial applications include v/earable
products for enterprise network access, head-mounted displays,for night vision systems, and viewers for test
and- measurement systems. As prices for high-resolution  near-to-eye microdisplays decline, we expect
professional and commercial applications to broaden.

We believe the consumer market will be the largest unit volume near-to-eye microdisplay market.
Consumers in this market demand high information content and power-efficient displays with increasing
functionality -and smaller sizes. Anticipated initial applications include head-mounted display products for
video games, portable DVD viewers, and secondary monitors for privately viewing notebook computers. Head-
mounted microdisplays provide features that ‘are unavailable in current video game products. These ‘eatures
include head tracking and stereo-and 3-D vision, which we belicve provide superior game immersion and
realism. Products currently offered in the head-mounted videé game ‘market have low resolution and have
experienced limited market success. By contrast, we believe liquid crystal on silicon microdisplays ofier high
resolution and a much improved video game experience,

Direct-view displays currently are the primary means of viewing content in portable devices. Delivery of
high information content through a small, direct-view display in a portable device, however, presents difficult
technological challenges and human interface issues. As portable products become smalier, their direct-view
displays also become smaller, limiting the information content and visual experience offered. Small direct-
view displays can offer- limited types of data, often involve cumbersome navigation, and usually present
information only in black and white. Larger direct-view displays that can present more information ad full-
screen content, color, and motlon consume battery power quickly, do not offer supcnor image quallty, and are
relatively costly. ' -

We believe the only available microdisplay technologies targeting portable near-to-eye applications are
high-temperature polysilicon and other transmissive silicon technologies, organic light emitting disde,. or
OLED, on silicon, and liquid crystal on silicon. An OLED is an clectronic device that emits bright light upon
the application of an electrical current. We believe that high-temperature polysilicon and other trans: nissive
silicon technologiés have been unable to 'deliver resolutions at or above Super Video Graphxcs Display
(SVGA) (800 pixels by 600 plxels) with acceptable video performance or image quality. Due to their organic
nature, OLED-based microdisplays suffer from short lifetimes and need to use color filters, which results in a
pixelated image. We believe that our LCoS microdisplays provide the best commercially available solusion for
high-resolution, color, near-to-eye applications.

Strategy

Our goal is to enhance our leadership position in the HDTV market as well as to become a leading
supplier of microdisplays to OEMs for both projection and near-to-eye applications. Key elements of our
strategy include the following:

, Expand Om' Market Share Across Multiple HDTV Market Segments

We intend to increase our market share across the various segments of the HDTV market. In thls Jegard
we plan to emphasize the attractive price points of our products relative to their performance the i 1nc1casmg
consumer awareness of our brand, and our experience in supply-chain management. We plan to use our price-
conscious Olevia LCD product line to further expand our leading market position in the high-volume segment
of the home entertainment market; our full feature, price-performance Olevia LCD product line to enhance
our position in the high-end home entertainment and home theater markets; and our Gen II LCoS rear-
projection product to penetrate the premium segment of the large-screen HDTV market. We believe our
strategy of targeting multiple market segments will enable us to increase sales at a faster pace, expand our
customer base, and achieve efficiencies of scale. Additionally, we believe that this strategy will allow us to
leverage the brand names and marketing resources of our key customers in order to drive increased sales of our
products. . . : .




Leverage Our Global Vmual Manufacturing Model . o
We plan to leverage our global virtual manufacturmg model by utilizing Asian sourced compuncnts and
third-party contract manufacturers and assemblers located in close proximity to our customers to assemble our
HDTYVs. This strategy results in a scalable business model; enables us to’concentrate on our core competencies
of product design, marketing, research and development, and technological advances; and reduces our capital
expenses. We expect our virtual manufacturing strategy to allow us to maintain a variable cost model.

]

Capitalize on Our Technologicai Expertise

Wc plan to capitalize on our technologlcal expertise in LCD and LCoS technologies. in order to offer
cost- effective, innovative, high- ~quality products and licensing opportunities for our proprietary technologies. In
the 'LCoS HDTV market, we plan to utilize our technological expertise to advance our mdustry -leading
position in terms of picture quahty through increased resolution, higher, contrast ratios, and greatcr pixel fill
factors. In the near-to-eye market, we plan to utlllze our extcnswe intellectual property portfolio and
technological expertise to provide competitive advantagcs and extend the functlonallty of our products. We
intend to continue to develop our technology to increase the performance of our near-to-eye products while
reducing their size, weight, cost, and power consumption. We utilize our advanced manufacturing line at our
Tempe, Arizona facility with its experienced manufacturing team to produce our LCoS microdisplays. We
seek to increase our manufacturing efficiencies, yields, and quality to reduce the cost and speed the delivery of
our L.CoS microdisplays. We stress manufacturing process and seek to leverage our participation in both the
LCoS HDTYV and near-to-eye markets.

Pursue Additional Strategic Relationships '

We intend to enter into strategic relationships with leading companies serving our target markets in order
to expand our manufacturing resources, distribution channels, and technology and enhance our business and
competitive position. In the HDTV market, we seck contract manufacturers, component suppliers, and
designers that further our goal of providing superior products while advancing our competitive position. 'In the
microdisplay 'markets for OEMs, we seek ‘strategic relationships to enhance our ability to offer value-added
microdisplay products, address new markets, gain market share,‘and maintain technological leadership.,

Provide Value-Added Customer Serviée for OEMs

. We plan to foster strong and long-lasting customer relationships by providing OEM customers with the
most advanced microdisplays for their products. We offer a range of microdisplay products designed to satisfy
varying OEM customer needs in the most efficient manner. We attempt to enhance the compcl[tlve position
of our OEM customers by providing them with high-quality microdisplay products on a timely and cost-
effective basis that enable them to increase the functionality, reduce the size, lower the cost, and enhance the
user experience of their own products. To do so, we work to improve our productivity, to reduce costs, and to
speed the delivery of our microdisplay products. We also devote considerable effort to support our OEM
customers after the purchase of our microdisplay products. :

Products : v
H:gh Definition Televisions

We offer a variety of HDTVs with various features ranging from our price-conscious Olevia LCD models
for the high-volume home entertainment market; to our full feature, price-performance LCD models for the
high-end home entertainment and home theater markets; to our Gen 11 LCoS rear-projection HDTVs for the
premium large screen HDTV audio/video market. We offer our LCD HDTVs in sizes ranging from 20 inches
to 47 inches with resolutions of both. 720p and 1080p. All our LCD products are HDTV ready or include
ATSC tuners.




Our products are designed to avoid sales channel conflict and fulfill the different requirements for each
particular channel in which we scll our products. Our LCoS Gen 11 HDTVs are available in 720p and 1080p
resolutions. All are HDTV ready or have ATSC tuners.

Contrast ratio is the difference between the dark part of the picture and the light area of the plcturc
rcsolutlon refers to picture cianty, and response time describes the speed that.a dlsplay can change from one
image to another, with faster response times resulting in minimized blurred images and motion lag.

We are currently offering our rear-projection 65-inch LCoS HDTVs with resolutions of 720p and 1080p
in the custom installer, system integrator, and professional audio/video reseller markets. The HDTV mionitors
in those products, which are based on our proprietary Gen II LCoS microdisplay technology, feature « three-
or six-pixel light engine. We believe these products offer the highest commercially available on-screen native
LCoS contrast ratio in a rear- pl'O_]CCllon HDTYV, feature exceptional gray scale performance, deep black levels,
high brightness, a 170-degree viewing angle, an ultra-fine pitch 16:9 widescreen, artifact-free full métion
video, and excellent audio performance. Our LCoS HDTYV products also provide software ungradeability and
a wide range of calibration features designed to Opllmlzc the viewing performance for home theaer.and
commercial applications. .

Microdisplay Products

We offer a broad line of LCoS microdisplay producis and subsystems that OEMs can integrate into
proprietary HDTV products, home theater projectors, and near-to-eye applications. Our microdisplay products
include a line of LCoS display imagers and associated application specific integrated circuits, or ASI1Cs, that
provide driver, controller, and converter functions that operate the imager. An ASIC is a semiconductor
designed for a specific application. Qur imager products have resolutions and sizes designed for specific
market segment applications. We offer imager products of SXGA to 720p and 1080p resolutions in a va' 1cty of
sizes designed for the specific market segment applications of our customers.

We have provided prototypes of our BR1920 and BR1080 imagers to potential customers for evaluation.
Our preduct line also includes optical modules for near-to-cye applications. Optical modules include
illumination, prisms, color separators and combiners, and lenses to provide complete display products. Cur
offerings also inciude development kits, schematic plans, and specifications, or reference designs, in order to
accelerate time to market for our OEM customers.

Projection Applications

In addition to the rear-projection HDTV market and the front-projection home theater market, our
microdisplay products address several smaller projection markets, including photo printers and digital c:nema,
For projection applications, we offer products with SXGA and HDTVI resolutions and are developing
products with HDTV?2 resolution. :

Near-to-Eye Applications

We produce products to serve the near-to-eye market, including SVGA imagers, display modules, and
reference designs. Qur display modules allow OEM customers to focus on end-product design and packaging
because they can use our full-color SVGA resolution microdisplay as a drop-in assembly.

Our near-to-eye products typically are mounted in a headset and provide image magnificatior. The
magnified image appears to the user with the clarity, size, and resolution of a computer monitor. These
products also are compact, lightweight, and highly energy efficient. With high resolution and small size, we
believe LCoS microdisplays offer unique advantages for these wearable and portable products. Products based
on LCoS microdisplays have long lifetimes, can be made lightweight with low power requirements, and
display sharp, bright images. Our LCoS microdisplays also withstand wide ambient temperature ranges, a
feature that is important for industrial and portable applications. In addition, our associated ASICs enable fast
rendering of images, an important attribute for viewing full-motion video.
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To date, our near-to-eye product sales have been concentrated in specific industrial, medical, and military
applications:” Product shipments have included LCoS microdisplays for monocular and binocular -head-
mounted displays, video telescopes, surgical microscopes, and riflescopes.We are:developing microdisplays for
use in headsets for video games. These microdisplay headset products are designed to provide users with an
enhanced video game experience by allowing greater immersion into the game. We also are pursuing the
dc'vclopmcnt of microdisplay-based monocular or binocular displays for use in various high information

content portable electronic devices, such as portablc DVD viewers, moblle handsets, PDAs, and wireless
Internet appliances.

‘Information with respect to our segments and geographic area is in Note K to our consolidated ﬁnancnal
statements included in this report.

Mamifacturing

We employ a virtual manufacturing model through third-party relationships for our HDTV products. We
believe our virtual manufacturing strategy prov1des a scalable business model; enables us to concentrate on our
core competencies of product design, marketing, research and development, and technological advances; and
reduces our capital expenditures. In addition, we expect this strategy to reduce significantly our inventory costs
because we will not pay many of our manufacturing costs until we have actually. shipped our HDTVs to our
customers and billed those customers for those products. .

We have a manufacturing arrangement with Taiwan Kolin Co. Ltd., a provider of innovative and high-
quality digital monitors and LCD and LCoS high-definition and high-resolution televisions, under .which
Kolin procures the electronic components and subassemblies and assembles our LCD televisions. We perform
final_quality acceptance of our products. We jointly select and qualify with Kolin vendors for LCD panels,
electronic components, and subassemblies that Kolin does not itself manufacture, and actively participate in
discussions of terms and conditions with them. We have several alternative sources for each important
component. '

We do not have long-term agreements with any of our contract manufacturers or assemblers that
guarantee production capacity, prices, lead times, or delivery schedules. The strategy of relying on those
parties exposes us to vulnerability owing to our dependence on a few contract manufacturers or assemblers.
We may establish relationships with other contract manufacturers or assemblers in order to reduce our
dependence on any one source of supply. . , -

Togethcr with Kolin and its electronic research and development affiliate, DigiMedia Technology Co.,
Ltd., we maintain strategic relationships with Chi Mei Optoelectronic, AU Optronics, LG Philips LCD, and
Samsung, which are major manufacturers of LCD panels suitable for use in the manufactunng of our Olevia
LCD televisions. .

We utilize an advanced ;nanufacturing line in our Tempe facility to manufacture and test our LCoS
mlcrodlsplay imagers. The’ manufacturing facility is fully equipped in all areas of manufacturing, including
front-end, back-end, packaging, and test. The front-end processes are conducted in side-by-side Class 100 and
Class 1000 clean rooms. Back-end manufacturing, packaging, and test procedures are all conducted in a
Class 1000 clean room. We have an extensive quality control program and maintain quality systems and
processes that meet or exceed the demanding standards set by many leading:OEMs in our targeted industries.
We have received 1SO:19001:2000 certification of our manufacturing facility and corporate headquarters in
Tempe, Arizona. We base our quality control program ,upon statistical process control, which advocates
continual quantitative measurements of crucial parameters and uses those measurements in a closed-loop
feedback system to control the manufacturing: process. We perform product life testing to help ensure long-
term product reliability, We analyze results of product life tests and take actions to refine the manufacturing
process or, enhance the product design.

We have manufactured our L.CoS microdisplays and our. light engines at our Tempe, Anzona facility.
Our light engine combines our LCoS microdisplays with a lamp and an optical core or prism set. In April
2006, we entered into a strategic relationship with China South Industries Group Corporation, or China
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South, *a. state-owned: enterprise directly under the administration of China's -Central governmeit. The
strategic relationship resulted in the formation of a joint venture company called Sino-Brillian Display
Technology Corporation, or-SBDT. SBDT is to assemble and sell LCoS light engines to HDTV manufactur-
ers initially in China and ‘eventually in the rest of the world. SBDT will use our LCoS imagers exclusively in
the light engines as well as China-South’s optical components.- . . S P

' Separately, ohe of our contractors assembles a printed circuit board or PCB, whlch contarns the
necessary electronics and color management systems. The light engine, the PCB, a séreen, a case, and other
necessary components are then shipped to our assembler for final assembly into an HDTV. '

Suppllers

We .obtain the LCD panels for our LCD HDTVs from AU Optronics, Chi Mei Optoelectronic, LG
Phillips LCD, and Samsung and the electronic components and subassemblies for our LCD HDTVs from
Kolin. With respect to our LCoS HDTVs,.we obtain silicon wafers from SMIC, Application $pecific
Integrated Circuits (ASICs) from UMC, video processing integrated circuits from Pixelworks, Silicon Optics,
ATI, MTK, and Zoran, screens from Toppan, lamps from OSRAM, and printed circuit board assemb 1es and
remote controls from various Asian suppliers. . .

1

) Components and raw materials constitute a substantial portion of our LCoS microdispldy costs The
principal components and raw materials we use in producing our LCoS miicrodisplays consist of spe.,lahzed
glass, silicon wafers, ASICs, liquid crystal; and packaging materials.

“ Our procurement strategy is to secure alternative sources of supplies for the majority of these milterials.
Many of these mateials; however, must be'obtdined from a sole or limited number of foreign-suppliers, which
subjects us to the risks inherent in obtaining materials from foreign sources, including supply interruptions and
currency fluctuations. We purchase all of our components and raw materials on a purchase-order basis, Our
suppliers generally are meeting their requirements, and we believe our strategic supplier alliances have further
strengthened our relations with offshore suppliers. . i
Customers : . ) )J::} ‘

© We currently: sell our Olevia HDTV products directly to retailers and through dlstnbutors to leading
national consumer electronics retailers, such as CompUSA, Inc., Circuit City, K-Mart, Office Depot, and
Fry's Electronics, Inc.; reglonal consumer electronics retailers, such as ABC Appliance, Inc. and J. & R
Electronics, Inc,; online/television retailers, such as Amazon.com, Inc. and- Buy.com, Inc; and high-end
audio/video dlstrlbutors such as D&H Distributor Co. and BDI Laguna, Inc. BDI Laguna, Inc. dlstnbutes
our products for resale through BuyRite Electromcs, HSN LP (HSN), Radlo Shack (RadloShacl« com)
Staples, Inc, (Staples. com), and Tech Depot.com (C4Sure)

FI ]

For the fiscal year ended June 30, 2006, sales to two customers accounted for approx1matcly "% and
13%, respectively, of our revenue. For the year ended June 30, 2005, sales to three customers accounted for
approxlmately 20%, 17%, and 14%, respectwely, of our revenue. For thé year ended June 30, 3004, sales'to two
custorners accounted for approxtmately 29% and 14%, respectively, of. our revenue No other customers
accounted for more than 10% of our revenue during those periods.

A ! [ T

“.« Qur initial LCoS HDTV product is targeted at the premium segment of the large screen HDTV market
This premium ‘market segment generally consists of screen sizes greater than 50 inches and retail prices
greater than $6,000: The typical consumer in this segment generally will be features driven and desire tae best
picture available. We have agreements with 1ndepcndent national distribution organizations, to distribite our
LCoS HDTVs. Through these agreements; we will be able to reach the custom 1nstaller system inte grator,
and professional audio/video reseller markets. - - g : o R R

OEM products that have been announced to date for near-to-eye applications ‘include the following:
« video game, personal video'player, and medical head-mounted devices from I-Display Systems;
. T : N . . ' . . e

* a night vision headset, by Trivisio; . » o [ A ST




- a headset for wearable computers designed by Shimadzu and currcntly offered in Hltachl and
Xybernaut products; t . v - . :

» an aircraft heads-up.display for Rockwell; , - -, .

«a wewer for a medlcal mlcroscopc by Zelss and ’ ) o

- -

*a nﬂcscopc viewer by Brashear. - .. & s
LY S I

We also have, announccd desngn relatlonshlps wnh Baranti- and Holoeye

* OEM customers in the projection market include' SEOS, Kaiser® Eléctronics, Zhéjiang, and’ Rockwcll
SEOS introduced a spcc1alty rear- pl’O_]CCthﬂ monitor‘for flight. simulators with a 40,000:1 contrast ratio:
Kaiser Electronics has announced the use of our tmcrodlsplays in its Joint Strike Force fighter and
commercial aviation cockplt dlsplays Zhejiang | utilizes our mlcrodlsplays 1n lts consumer photo pnmers
Rockwcll uses our mlcrodlsplays in alrcraft hcads -up dlsplays

Our engineering, sales, and marketing professionals are actively’ mvolvcd with an OEM customer during
all phases of prototype design, production, andproduct marketing by prowdmg technical and marketing
assistance. In most cases, our technical staff works with each OEM customer in the development stage to
identify potential improvements to the design of the customer’s product in parallel with the customer’s efforts.
We help our OEM customers incorporate our microdisplays into their products, thereby reducing the. time
required to bring their products to market. This assistance helps customers accelerate their design process and
achieve cost-effective and manufacturable dcs;gns as well as facilitating a smooth-transition into-high- volume
productlon S - s S

' . L K 41 . . \

Sales and Marketing S e ' : o . t '
3} 1 ' 1A

We participate in various tcchnology retail and mdustry confcrenccs such as Retml\hsnon hosted by the
Gartner Group, the annual HDTV Conference sponsored by DisplaySearch, and the Flat Information Display
Conference sponsored by iSuppli. We have also established a marketing presence at leading technology
industry trade shows, including the Consumer Electronics Show (Las Vegas, NV), DigitalLife (New York
City), and Electronic House Expo-(Anaheim, CA): Throughrour relationship with. Kolin, we have attcmptcd
to' increase international recognition of the Olevia :brand -by participating in the Computex 2005 show in
Talpel Taiwan and the Sll‘lO Consumcr Electromcs Show (ngdao ‘China) in J uly 2005. :

iIn the fall of 2006, we are rollmg out a nat1onal mult1 mllllon dollar lelevns:on radlo and print campalgn
wnth ESPN/ABC Sports to promote our Olevia brand. In addition, we conduct a broad, high-visibility print
media advertising campaign to further support our Olevia brand’s increasing leadership image. We began our
initial advertising in PC World Magazine and extended the media campaign into a dozen “digital living” and
“home entertainment” related publications.in order to rcach a broad, targctcd audience. . Co

Wc believe we are one of the 10 lcadmg supphcrs of LCD, HDTVs in thc North American market. We
believe our market position is due largely to our value proposmon the quality of our_products, our effective
promotion of the Olevia brand of LCD televisions’ through various sales channels, and our aggressive multi-
faceted visibility campaigns. An important ¢lement of our sales and, marketing, strategy is to continue to
increase ‘market awareness, demand, and acceptance,of our products by attending and exhibiting at leading
industry conferences and expositions, and implementing publicity campaigns via printed and online media and
television shows.

Another significant contributor to our rapid rise in industry and consumer awareness has been the
strength of our ongoing publicity campaign. In addition to ongeing announcements, we have achleved valuable
third-party endorsements through a series of positive product reviews published by-the media.’

*  We have also begun to promote our Olevia LCD televisions as a globa! brand in markets other than
North America. A third party distributes our products in Hong Kong, Beijing, and Northern China where they
are sold to leading home electronics and appliance retailers, .including Broadway Photo Supply Ltd., Fortress
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Ltd.,'and Da Zhong Electronics Co. Ltd. Finally, we established a joint venture company in Brazil in July
2006 to introduce our products in the Latin American markets. '

We are marketing our LCoS HDTVs to various distributors for sale to their customers. These customers
include high-end andio/video manufacturers, as well as distributors of high-end consumer electronics products
and consumer electronics retailers. Our sales and marketing strategy is designed to enable consumer
electronics resellers and consumer retail stores to address the premium portion of the LCoS HDTYV narket.
Our strategy with high-end audio/video- manufacturers is also designed to enable those manufacturers to
bundle their electronics with our LCoS HDTVs into an integrated entertainment system. We initially plan to
sell our HDTV products in the United States. ‘We expect to capitalize on opportunmes in the Asian market
through stratcglc alliances and in thc European market cither directly or through strategic alliances.

We market our LCoS mlcrodlsplays to OEMs through a direct technical sales force and through
distributoss. A staff of in-house engineering personnel directs and assists all sales personncl Our approach is to
become a critical partner to our OEM customers rather than simply a componcnt supplier by playing an
integral role in the design and development of their products. Potential customers welcome our technclogical
expertise. and broad,industry relationships because they do not always have the core competencizs and
relationships,necessary .to develop.and commercialize products incorporating microdisplays.

o . .Ir' o G - .
Competition - IR ' . e
A L ‘ .

-Our HDTVs encounter compcutlon from a number of the world s most recognized consumer electromcs
compames, such as JVC, LG Electronics, Panasonic, Philips, Samsung, Sharp, Sony, Thompson, and
Toshiba. Other companies, such as Dell, Hewlett-Packard, Gateway, and ViewSonic, could directly 'or
indirectly compete with our HDTVs. All of these companies have greater market recognition, larger customer
bases, and substantially greater financial, technical, marketing, distribution, and other resources than we

possess, whlch afford them competitive advantages over us. '

For mrcrodrsplays used in third-party tclevrsrons we bellevc that Texas' Instruments, JVC, Aurora
Systems, SpatiaLight, Epson, and Sony constitute our principal competitors. Texas Instruments has developed
a digital micromirror device, which is referred to-as DLP, which competes with our LCoS technology. JVC,
eLCOS, UMO, Aurora, and SpatiaLight are develdping or producing liquid crystal on silicon microdisplays
based on their own technology that compete with our LCoS- microdisplays. The market participation o7 these
companies is expected to spur the market penetration of liquid crystal on silicon microdisplays. We lelieve
that our proprietary Gen 11 LCoS products provide supenor pcrformancc to the llqu1d crystal on silicon
technologies preduced by our compcmors 7

We believe that eMagin, Epson, Kopin, and Sony constitute our principal competitors for microd splays
used in near-to-eye products. eMagin manufactures a product using OLED on silicon, while Epson and Sony
manufacture transmissive HTPS microdisplays, Wthh is a type of mlcrodlsplay that can be used in some of
the same applications as 'liquid crystal on s1hcon microdisplays. Numerous other established and start-up
companies are also pursumg similar and related technologles that may compete with our LCoS techrology.

~ Positive factors in our competitive- position result from' our broad liquid crystal on silicon capatilities,
mature technologies, and high-volume LCoS microdisplay manufacturing capabilities. A number of our
competitors, however, are largé multinational companies that have greater market recognition and substan-
tialty greater financial, technical, marketing, distribution, and other resources than we possess and that afford
them competitive advantages.

+

Research and Development . .

‘Our research and development programs focus on advancing technology, developing design and
manufacturing processes, 'and expanding our technology to serve new markets, We have assembled an
experienced research and development team by hiring personnel formerly employed by various of the pinneers
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in the microdisplay industry. In the HDTV product line, we are also researching system components and
dcsign platforms. Our research and development activities include the following:

»- silicon backplane design to reduce size and cost, increase rcsolutlon and performance, decrease power
- consumptlon ‘and mtegratc driver functionality;

. pro;ectron optics, color science, and dlsplay charactcnzanon to optlmlzc the hnk between the science of
LCoS and the end-user experience;

= ASIC design to combine and enhance functionality, reduce cost, and improve HDTV picture quallty,

s basic rcscarch and dcvclopmcnt to Chdl’dCtCl‘lZC test, and incorporate new liquid crystal solutions,
silicon substrates, and glass. Our engineers and scientists continue to investigate alternative combina-
- nons of materials to 1mprove picture quality, cost, and manufacturabllny,

. pnntcd circuit board design; and
» LCoS package and test development programs.

During the period from November 30, 2005 to June 30, 2006, Syntax-Brillian incurred research and
development (“R&D”) expenses of $4.4 million. Before the merger, Brillian incurred R&D expenses of
$4.0 million during the period from July 1, 2005 to November 30, 2005, and $8.9 million and $8.5 million'for
the years ended June 30, 2005, and 2004, respecuvely

InteHectual Property

We rely on a variety of factors, including patents, trade secrets, trademarks, confidentiality agreements,
licensing apreements, and ‘other forms of contractual provisions, to protect and advance our intellectual
property. We have developed and patented a full suite of intellectual property for the microdisplay market. We
hold patents in various'technological arenas, including display .technologics, optical system illumination
technologies, and display drive electronics, and we own fully functioning reference designs. In total, we hold
70 issued U.S. patents, have numerous U.S. patents pending, and hold licenses for an additional 34
U.S. patents. Of our issued U.S. patents, several have been issued as patents in foreign jurisdictions, and 22
more applications are pending abroad. Our patents are system and design patents relating to the production of
our imagers, ASICs, optical modules, and light engines and extend from the year 2012 to the year 2023. The
patents enhance our ability to.protect our unique technical developments. . :

We currently have trademarked two brand names. The LCoS trademark describes the technology that
makes up the microdisplay. The Brillian trademark describes the microdisplay product itself. Both of these
trademarks have recognition in the display community and are being promoted and used by us to gain product
awareness. We have pending trademark,applications for IDEA, iDiva, Olevia, and Syntax.

b . ,

Government Regulation ; o o

Our operations are subject-to certain federal, state, and local regulatory requirements relating to waste
management, health, environmental, and safety matters. There can be no assurance that material costs and
liabilities will not arise from complying with these or from new, modified, or more stringent requirements. In
addition, our past, current, or future operations may give rise to claims of exposure by employees or the public
or to other claims or liabilities relating to environmental, wastc management, or health and safety concemns.

t .

Qur microdisplay manufacturing operations create a small amount of hazardous waste, including various
epoxies, gases, inks, solvents, and other wastes. The amount of hazardous waste we produce may increase in
the future depending on changes in our operations. The general issue of the disposal of hazardous waste has
received increasing focus from federal, state, local, and international governments and agencies and has been
subject to increasing regulation.
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Backlog - o _ IR

We had no significant backlog of orders at the end of either of our last two fiscal years. Backlog consists
of orders for which purchase orders have been received and which are scheduled for shipment-within 'six
months. Most orders are subject to rescheduling or cancellation with limited penaities. Because of the
possibility of customer changes in product shipments, our backlog as of a partlcular date may not bc incicative
of sales for any succeeding period.’

Employees

At June 30, 2006, we employed a total of 225 persons. We consider our relationship with our employees
to be good, and noné of our employees are representcd by a umnion in collectlvc bargalnmg with us. '

4

Competition for qualified personnel in our industry is very competltwc particularly for cngmeen 12 and
other technical personnel. Our success depends in part on our continued ability to attract, hire, and retain
qualified personnel.

o

Executive Officers

The following table sets forth certain information regarding our directors and executive officers: -
’ : : '

!

Name Age Posmon '_'
Vincent F. Sollitto, Jr, .............. 58 Chalrman of the Board, Chlcf Exccuuve Ofl' ccn, .
' and Director
James Li ........ ... ... ... 39 President, Chief Operating Officer, and Dlrectcn
Wayne A. Pratt.................... 45  Executive Vice President, Chief F1nanc1al
’ - . : Officer, Secretary, and Treasurer ..

Thomas Chow .................. ... 44  Executive Vice President, Chief Procuremcnt

: ' Officer and Director ¢
Michael Chan . ................. ... 37  Exccutive-Vice President — Operations g
Robert L. Melcher ....... SO P 66  Chief Technology Officer - o £

Vincent F. Sollitto, Jr. has:been the Chairman of the Board of our company since November 20()5 and
the Chief Executive Officer and a director of our company since June 2003. Mr. Sollitto served as Presiclent of
our company from June 2003 until Noveinber 2005. Mr. Sollitto served as President and Chief Executive
Officer of Photon Dynamics, Inc., a provider of yield management solutions for flat panel displays, from June
1996 until January 2003. From August 1993 to June 1996, Mr. Sollitto served as the General Manager of
Business Unit Operations for Fujitsu Microelectronics Inc., a semiconductor and electronics company. From
April 1991 to August 1993, Mr. Sollitto served as the Executive Vice President of Technical Operations at
Supercomputer Systems, Incorporated. Prior to joining Supercomputer Systems,” Incorporated, Mr. Sollitto
spent 21 years in various management: positions at International Business Machines Corporation, in¢luding
Director of Technology and Process. Mr. Sollitto serves as a director of Applied Films Corporation, a thin film
deposition equipment company, and Ultratech Stepper, Inc., a photolithography equipment company, cach of
which is a public company

James Li has bcen the Presuient and Chief Opcraung Off" icer and a dlrector of our company since
November 2005. Mr. Li was a co-founder of Syntax and served as its Chief .Exccutlvc Officer from July 1,
2003 until Syntax’s merger with us in November 2005. Before joining Syntax, Mr. Li was the Director.of
OEM/ODM Business and Executive Assistant to the Chairman and. CEO from December 1998 to Fehruary
2003 at Elitegroup Computer Systems, a leading manufacturer of computer motherboards. From Jznuary
1997 to December 1998, he was General Manager at Chenbro America, Inc., a computer chassis manufac-
turer. From December 1989 to July 1996, he was the Senior Business Manager in the Global Procur:ment
Office at Gateway Computer, a manufacturer of home and personal' computers. He received his Bachelor’s
degree in English and international business from Christ’s College, Taiwan, and a Bachelor of Arts degree
from Northwestern College. . NS
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Wayne A. Pratt has been ‘Executive Vice President, Chief Financial Officer, Secretary, and Treasurer of
our company since our formation, Mr. Pratt served as Senior Vice President and Chiel Financial Officer of
Limelight Networks, LLC, a provider of outsourced e-business infrastructure and IP delivery services, from
April 2002 until joining our company in April 2003. Mr. Pratt was Senior Vice President and Chief Financial
Officer of Axient Comunications, Inc., a venture capital-backed telecommunications company, from
February 2000 until. ‘January 2001; Senior Vice President-Operations of Verde Capltal Partners, LLC, a
venture capital firm, from November 1999 until January 2000; Senior Vice President and Chief Financial
Officer for Frontier Global Center, Inc., a web hosting company, from March 1998 until November 1999;
Senior Vice President and Chief Financial Officer for Global Center, Inc., a web hosting company, from
January 1997 until its acquisition by Frontier Global Center, Inc. in February 1998; and Vice President and
Chief Financial Officer of Primenet Services for the Internet, Inc., a nationwide ISP, from December 1995
until its acquisition by Global Center, Inc. in January 1997. Mr. Pratt was Director of Financial Reporting for
Swift Transportation C¢., Inc,, a national publicly owned trucking company, from August 1994 until
December 1995. From July 1986 until August 1994, Mr. Pratt held various positions with KPMG LLP, most
recently as a Senior Manager. In July 2001, Axient Communications, Inc. filed a voluntary petition for
protcctlon from crtedltorsI under Chaptcr H of the U.S. Bankmptcy Code.

Thomas Chow has been Chief Procurement Ofﬁcer and a director of our company since November 2003,
Mr. Chow served as Syntax’s Chief Financial Officer from May. I, 2004 until Syntax’s merger with us in
November 2005. In October 1994, he co-founded Lasertech Computer Distributer, Inc., a distributor of
computer equipment and formerly a wholly owned subsidiary of Syntax, and served as its Chief Operating
Officer until 2004. In 1996, he co-founded Warpspeed, a manufacturer of graphic display adapters. From 1990
to 1996, he was President of the QDI Group, a manufacturer of personal computer motherboards and graphic
display cards, ‘and a4 wholly owned subsidiary of Legend Holding Group, Hong Kong. From 1989 to 1990,
Mr. Chow was Sales Manager for Legend Holding Group, the largest personal computer manufacturing
company in China. Mr. Chow graduated with first class BSC honors in microelectronic and microprocessor
technology at Newcastle University (United Kingdom).

Michael Chan has been the Executive Vice President — Operations of our company since November
2005. Mr. Chan served as Syntax’s Chief Operating Officer from May 1, 2004 until Syntax’s merger with us in
November 2005. From June 2000 to April 2004, Mr. Chan was Vice President of Lasertech Computer
Distributor, Inc., a distributor of computcr equipment and formerly a wholly owned subsidiary of Syntax, with
responsibility for sales and marketing. He co-founded NCX Corp., a wholesaler of computer peripherals, and
served as its Chief Executive Officer from July 1997 to May 2000. From 1994 to 19597, he served as Chief
Operating Officer of Shinho Technology and Communication, Inc., a manufacturer of monitors. Mr. Chan
was financial controller at Infiniti Manufacturing and Microstar Computer, a system integrator and wholesaler
of personal computer components, from 1992 to 1994. Mr. Chan graduated from the University of Southern
California, with honors, with a Bachelor of Science degree in accounting and finance.

Robert L. Melcher has been Chief Technology Officer of our company since our formation. Dr. Melcher
served as the Chief Technology Officer of TFS from October 1999 until our spin-off from TFS. Prior to
joining TFS, Dr. Melcher was employed at IBM in a variety of management positions since 1970, He served
as the Program Leader for Projection Displays from 1993 to 1999 and as Director of the Physical Sciences
Department from 1990 to 1993.

Item 1A. Risk Factors

You should carefully consider the following risk faciors in-addition to those discussed elsewhere in-this
prospectus in evaluating our company and our business.

We have never achieved profitability on an annual basis.

We have never achieved profitability on an annual basis. We incurred net losses of $605,000 in fiscal
2004, $17,000 in fiscal 2005, and $18.9 million in fiscal 2006. We cannot assure you that we will ever achieve
or maintain profitability. At June 30, 2006, we had an accumulated deficit of approximately $19.7 million.
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We derive substantially all of our revenue from sales of HDTVs, particularly LCD HDTVs, and any
- decline in demand for these products could severely harm our ability to generate revenue.

We derive substantially all of our revenue from HDTVs, particularly LCD HDTVs, As a fesult, we are
particularly vulnerable to fluctuations in demand for these products, whether as a result of market d:mand,
competition, product obsolescence, technological change, budget constraints of potential customers, or other
factors. If our revenue derived from these products were to decline significantly, our busiress and operating
results would be adversely affected.

We will be required to attain and maintain profitability through a combmauon ef increased revenue or
lower expenses or to raise additional funds.

To support our operations, we will be required to attain and maintain profitability through a combination
of increased revenue or lower expenses or to raise additionat funds. There can be no assurance that we will be
able to become profitable or to raise additional funds on satisfactory terms. We had apprommatcly $7.4 :miilion
of cash at June 30, 2006, and we are continuing to incur losses. -

To remain competitive, we must fund our receivables and inventory and continue to make sigrificant
invesiments in product design and development, marketing, research and development, eguipmer.t, and
facilities, As a result of the costs and expenses related to these expenditures, our failure to increase sufficiently
our.net sales to offset these costs and expenses would adversely affect our operating results. Rapid sales
increases are also requiring substantial increases in working capital to fund our inventory and receivables.

We will need to obtain additional equity or debt financing to provide the funds required to expand our
business. If such financing is not available on satisfactory terms, we may be unable.to expand our business or
to develop new business at the rate desired and our operating results may suffer. Debt financing increases
expenses and must be repaid regardless of operating results. Equity financing could result in additional dllunon

to existing stockholders. i

Our revenue depends on sales by various retailers and distributors.

Our revenue depends on our sales through various leading national consumer electronics retailers, such as
Comp USA, Inc., Circuit City, Office Depot, K-Mart, and Fry’s Electronics, Inc.; regional consumer
electronics retailers, such as ABC Appliance, Inc. and J&R Electronics, Inc.; online/ telcvnsmn rctallcr:., such
as Amazon.com, Inc. and Buy.com; and high-end audio/video distributors, such as D&H Distributor Co. and

BDI Laguna, Inc. |

These sales channels involve a number of special risks, including the following:
* our ability to secure and maintain favorable relationships with retailers and distributors;

_* our lack of control over the timing of delivery of our products to end-users;

« our retailers and distributors are not subject to minimum sales requirements or any Obllgatlon to
market our products to their customers;

« our retailers and distributors may terminate their relationships with us at any time;.and

* our retailers and distributors market and distribute competing products.

We had two customers that accounted for $32.5 million, or 16.8%, and $25.3 million, or 1.3. 1%,
respectively, of our net sales in the fiscal year ended June 30, 2006. ‘

Competing companies and technologies could reduce the demand for our products.

We compete with a number of the world’s leading electronics manufacturers, including JV(;, LG
Electronics, Panasonic, Phillips, Samsung, Sharp, Sony, Thompson, and Toshiba. Each of these and cerain of
our other competitors have greater financial, technical, sales, marketing, and other resources than we. possess.
Our competitors could introduce products with superior features and functionality at lower prices-then our
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products, and could also -bundle-existing or new products-with -other more established products in order to
compete with us. Qur competitors could also gain market share by acquiring or forming strategic alliances
with other competitors. Finally, we may face additional sources of competition in the future because new
distribution methods offered by the Internet and electronic commerce have removed many of the-barriers to
entry historically faced by start-up companics -in the. consumer electronics industry. Any of the foregoing
effects could cause our revenues to decline, which would harm our financial position and results of operations.

'We are also subject to compctmon from competmg tcchnologles s'uch as CRT, high-temperature
polysilicon, plasma, and digital micromirror technologies, as well as othier emerging technologies or technolo-
gies that may be introduced in the future. Thc success of. compctmg tcchnologles could substantlally ‘reduce
the demand for. our products. = " wr . SR - : :

We rely on contract manufacturers and assemblers Jor a pomon -of our HDTV production requirements,
_and any mterrupuons of ‘these arrangements “could d:srupr our abrhty to f ! customer orders.

We outsource to various contract manufactirers and assemblers the -production requirements for our
HDTVs. Taiwan Kolin Co. Ltd. is our principal contract manufacturer and our $ole source of the electronic
cdmpon‘ents and subassemblies of our LCDD HDTV products. The' loss of our relationships with our contract
manufactarers ‘or assemblers, particularly Kolin, or their inability- to conduct their manufacturing and
assembly services for us as anticipated in terms of cost, quality, and timeliness could adversely affect our
ability to fill customer orders in accordance with required délivery, quality, and performance requirements. If
this were to occur, the resulting décline in revenue and revenue potential would harm our business: Securing
new contract mamifacturers-and assemblers is time- consummg and might rcsult in unforeseen manufacturmg,
supply, and operational problems. ' . - :

Our contract manufacturers and assemblers must maintain satisfactory delivery schedules and their
inability to do so could increase our costs, disrupt our supply chain, and résult in our inability to deliver
. our HDTV products, which would adversely affect our results of operations.

i

Our contract manufacturers and assemblers must maintain high levels of productivity and satisfactory
delivery ‘schedules.” We do“'not have long-tetm arrangements with any of our contract  manufacturers or
assemblers that guarantee production capacity, prices, lead times, or delivery schedules. "Our contract
manufacturers and assemblers serve many. other customers, a number of which _have greater production
requirements than we do, As a result, our contract manufacturers and assemblers could determine to prioritize
production capacity for other customners or reduce or eliminate services for us on short notice. Any such
problems could result in our inability to deliver our products in a timely manner and adversely affect our
operating results. '

T, et Lo -

Shortages of components and matérials may delay or reduce our sales and increase our costs.

Our inability or the inability of our contract manufacturers and assemblers to obtain sufficient quantities
of components and other materials necessary for the production of our products could result in delayed sales or
lost orders, increased inventory, and underutilized manufacturmg capacity. For example, we experienced
production delays when our former supplier of light engines experienced quality and delivery issues. Many of
the materials used in the production of our HDTV and microdisplay products are available only from a limited
number of foreign suppliers. As a result, we are subject to increased costs, supply interruptions, and difficulties
in obtaining materials. Our OEM customers also- may encounter difficulties or increased costs in obtaining
from others the materials neccssary to produce thclr products into which our LCoS mlcrodlsplays are
incorporated.

P ¥ ! ]

- We depcnd on AU Optromcs Ch1 Mm Optoelectronic, LG Phillips, and Samsung for LCD panels and on
Kolin for the electronic components and subassemblies for our LCD .HDTV products. We depend on
Shanghai-based Semiconductor Manufacturing International Corporation, or SMIC, for the fabrication of
silicon wafers; Taiwan-based United Microelectronics Corporation, or UMC for ASICs; Pixelworks; Silicon
Optics, ATI, and Zoran for video processing. integrated- circuits, Toppan for screens; and various Asian
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suppliers for printed circuit board assembly and remote controls for our HDTV products. We aiso depend on
UMC for the fabrication of silicon wafers and ASICs for our near-to-eye microdisplay products. We' do not
have long-term contracts with any of these suppliers. As a result, none of them is obligated to supply us for any
specific period, in any specific quantity, or at any specific price, except as provided in purchase orders from
time to time. The termination of our arrangements with any of these suppliers, or their inability or
unwillingness to provide us with the necessary amount or quality of supplies on a timely basis, would acversely
affect our ability to manufacture and ship our products until alternative sources of supply could be arranged.
We may not be able to secure alternative arrangements,

Materials and components for some of our major products may not be available in sufficient quantities to
satisfy our needs because of shortages of these materials and components. Any supply interruption or shortages
may result in lost sales opportunities.

We place orders for componcnts determine production, and plan inventory' in advance based on our
forecast of consumer demand, which is highly volatile and difficult to predict. We may experience a shortage
~of LCD panels, which may result in our inability to meet demand for our LCD televisions, or a surplus of
LCD panels that may result in the recording of losses should LCD panel prices decline. We consume a large
volume of parts and components for our preducts, and market fluctuations may cause a shortage of parts and
components and may affect our production or the cost of goods sold. Qur profitability may also be adversely
affected by supply or inventory shortages or inventory adjustments that, as a result of efforts to reduce
inventory by temporarily halting production or by reducing the price of goods, will lead to an increase in the
ratio of.cost of sales to sales. We write down the value of our inventory when components or produc's have
become obsolete, when inventory.exceeds the amount expected to be used, or when the value of the inventory
is otherwise recorded at a higher value than net realizable value. Such inventory adjustments can have a
material adverse effect on our operating income and profitability.

- Our business depends on new products and technologies.

We operate in rapidly changing industries. Technological advances, the introduction of new products, and
new design and manufacturing techniques could adversely affect our business unless we are able to adapt to
the changing conditions. As a result, we will be required to expend substantial funds for and commit
significant resources to the following:

+ designing and developing new products and product-¢nhancements that appeal to consumers; "

» meeting the expectations of our retail and OEM customers in terms of product design, product cost,
performance, and service;

» expanding our manufacturing resources; !
+ continuing research and development activities on existing and potential products;
= engaging additional engineering and other technical personnel;

+ purchasing advanced design, production, and test equipment; and

» maintaining and enhancing our technological capabilities.

We may be unable to recover any expenditures we make relating to one or more new products or
technologies that ultimately prove to be unsuccessful for any reason. In addition, any investments or
acquisitions made to enhance our products, sales channels, or technologies may prove to be unsuccessful.

Qur future operating results will depend to a significant extent on our ability to provide new products that
compare favorably on the basis of time to introduction, cost, and performance with the products of compstitive
suppliers and evolvmg technologies. Our success in attracting'new customers and developing new business
depends on various factors, including the following: :

+ innovative development of new produets;

» efficient, timely, and cost-effective manufacture of our products;
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+ the acceptance of our technology; and . . . .

+ utilization of advances in tcchnology

Our future success depends on our ablllty to address the rapldly changlng needs of our customers by
developing, acquiring, and introducing new products and: product .updates‘on a timely basis. We must also
extend the operation of our products to new formats and keep pace with technological developments and
emerging industry standards We intend to commit substantial resources to developing new products, product
features and technologlcal advances in the HDTV market. This market is relatively new, and industry
standards for the HDTV market are evolving and changing. If the HDTV market does not develop as
anticipated, or if demand for our products and services in this market does not materialize or occurs more
slowly than we expect, we will have expended substantial resources and capital without realizing sufficient
revenue, and our business and operating results could be adversely affected.

We must protect our intellectual property and could be subject to infringement claims by others.

We - believe -that our success depends in part on protecting our proprietary ‘technology. We rely on a
combination of patent, trade secret, and trademark laws, confidentiality procedures, and contractual provisions
to protect our intellectual property. We seek to protect certain aspects of our technology under trade secret
laws, which afford only limited protectlon We face risks assomated with our 1ntcllcctual property, including
the following: :

« intellectual pmperty laws may not protect our intellectual property rights;
"« third parties may éhallengc, invalidatc, or circumvent any patents issued to us;
+ rights granted under patents issued to us may not provide competitive advantages 1o us;

» unauthorized parties may attempt to obtain and use information that we regard as proprietary despite
our efforts to protect our-proprietary rights;

+

» others may independently develop similar technology or dcsign around any patents issued to us; and

» effective protecnon of intellectual property rights may be limited .or unavailable in some_ foreign
countncs in which, we operate :

We may not be able to obtain effective patent, trademark, sérvice mark, copyright, and trade secret
protection in every country in which our products are producéd or sold. We may find it necessary to take legal
action'in the future to enforce” or protect ‘our intellectual propcrty rights or to defend against claims of
mfrmgement and such action may bé unsuccessful. In addition, we may not be able to obtain a favorable
outcome in any intellectual property litigation.

Third parties could claim that we are infringing their patents or other intetlectual property rights. In the
event that a third party alleges that we arc infrifiging 'its rights, we may not be able to obtain licenses on
commercially reasonable terms from the third party, if at all, or the third party may commence litigation
against us. Litigation can be very expensive and can distract our management time and attention, which could
adversely affect our business. | | .

Our operations in foreign countries expose us to a variety of risks.

e

Our operatlons in forelgn countries expose us to a variety of risks. Most of our contract manufacturers and
assemblers are 'located abroad, and we and our contract manufacturers and assemblers purchase certain
* materials from international sources. Purchasing supplies and manufacturing and selling products internation-
ally expose us to various economic, political, and other risks, including the {ollowing:

. dlfﬁcultlcs in stafﬁng, managmg, and opera{mg an international operation;

« the. burdens and-costs of compliance with local laws and rcgulatory requirements as well as changcs in
those laws and requirements; , Co C. : .-
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= imposition of governmental controls, including trade and employment restrictions and restric’ions on
currency conversion or the transfer of funds;
+ transportation delays or interruptions and other effects of less developed infrastructures;
e
« fluctuations in foreign currency excharige rates and difficulties in hedging fore1gr1 currency transaction
€XpOSUres; .

+ economic instability, such as higher interest rates and mﬂatlon which could ‘reduce our customers’
ablllly to obtain financing for consumer electronic products or which could make our products morc
expensive in those countries;

« employment and severance issues, including possible employee turnover or labor unrest; -

« overlap of tax issues;
« tariffs and duties; : ' . . X

« potential loss of proprietary information as a result of plracy, m1sappropnat10n or laws that may be less
protective of our intellectual property rights; : . S a

» limitations on future growth or inability to maintain’ current levcls of revenue from mtcmatlona]
operations if we do not invest sufficiently in our international operations;

» longer payment cycles for sales in foreign countries and difficulties in collecting accounts rece:ivable;

» difficulties in coordmatmg the actmtles of our geographically dispersed and cultural]y diverse
operations;

» seasonal reductions in business actmty in the summer mioniths in Asia and in other periods i1 other
countries; ,

= costs and delays associated with developing our products in multiple languages; and
» political unrest, war, or terrorism in areas in which we do business,

Changes in policies by the United States or foreign governments resulting in, among other things,
increased duties, changes in the current tariff structures, higher taxation, currency conversion limiiations,
restrictions on the transfer or repatriation of funds, limitations on imports or exports, or the expropriztion of
private enterprises could adversely affect our ability to manufacture or sell products in foreign markcts and to
purchase materials or equipment from foreign suppliers. In addition, U.S. trade policies, such as “most lavored

" nation” status and trade preferences for certain Asian nations, could affect the attractiveness of our products
to our U.S. customers.

. While we transact business predominantly in U.S. dollars and bill and collect most of dur sales in
_U.S. dollars, we occasxonally collect a pornon of our revenue in non-U.S. currencies. In the future customers
may make payments in non-U.S. currenc1cs

Fluctuations in foreign currency exchange rates could affect our cost of goods and operating margins and
could result in exchange losses. In addition, currency devaluation can result in a loss to us if we hold dzposits
of that currency. Hedpging foreign currencies can be difficult, especially if the currency is not freely traded. We
cannot predict the impact of future exchange rate fluctuations on our operating results, :

The cyclical nature of the consumer electronics mdustry may cause substantial pertod— o-permd .
Sfluctuations in our operating results. . .

The consumer clcctromcs industry has experienced significant ¢cconomic downturns at various: times,
characterized by diminished product demand, accelerated erosion of average selling prices, intense competi-
tion, and production overcapacity. In addition, the consumer electronics industry is cyclical in nature. We may
experience substantial period-to-period fluctuations in our operating results, at least in.part because of general
industry conditions or events occurring in the general economy. X
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Our operating results may have significant periodic and seasonal fluctuations. ‘ s

In addition to the variability resulting from the short-term nature of the commitments of our customers,
other factors may contribute to significant periodic and seasonal quarterly fluctuations in our results of
operations. These factors include the foltowing: .

« effectiveness in manzfging manufacturing préceés};si
+ changes in cost and availability of labor and components;

+ the timing and vélume of orders relative to our capacity; -

« market acceptance of our produclts; ) S
» product introductions or enhancements by us and our competitors;
+ evolution in the life cycles of products;
+ timing of expenditures in anticipation of future orders;
* product mix; 7
' . prfcing and availability of compétitivc products;
. changes ar antlclpated changes in cconomlc conditions;

« the cancellation or deferral of product purchases as a result of weak or uncertain economic and industry
conditions or the anticipation of new products or product updates by us or our competitors;

+ changes in the competitive landscape due to mergers, acquisitions, or strategic alliances that could
allow our competitors to gain market share;

+ the unpredictability of the timing and magnitude of our salcs through dlrect salcs channels and indirect
sales channels; :

« the seasonal nature of our sales
» changes in our pricing and dlsmbutlon terms or those of our competltors and

* «" the possibility that our business wilt be adversely affected as-a result of the threat of terrorism ‘or
' mxhtary actions taken by the United States or its allies. : : . |

. You should not rely on the results of prior periods as an 1nd1cat1on of our future performancc Our
operating expense levels are based, in significant part, on our expectations of future revenue. If we have a
shortfall in revenue or orders in any given quarter, we may not be able to reduce our operating expenses
quickly in response. Therefore, any significant shortfall in revenue or orders could have an immediate adverse
effect on our operating results for that quarter. In addition, we may experience high operating expenses, and
our operating results may fall below the expectations of investors, if we fail to manage our business effectively.

Our products are complex and may require modifications to resolve undetected errors or unforeseen
Jfailures, whi¢h could lead to an increase in our casts. a loss of customers, ora delay in market
acceptance of our products. ot . - ‘

Our products are complcx and may contain undetccted errors or experience unforeseen failures when first
introduced or as new versions are released. These errors could cause us to incur significant re-engineering
costs, divert the attention of our engineering personnel from product developmcnt efforts, and cause significant
customer relations and business reputation problems. If we deliver products with defects, our credibility and
the market acceptance and sales of our products could be harmed. Defects could also lead to liability for
defective products as a result of lawsuits against us or against our customers. We also may agree to indemnify
our customers in some’circumstances against liability from defects in our products A succcssful product
liability claim could require us to make significant-damage payments. :
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We are subject to lengthy development periods and product acceptance cycles. - '

-We sell our microdisplay products to OEMs, which then incorporate them into the products they sell.
OEMs make the determination during their product development programs whether to incorporite our
microdisplay products or pursue other alternatives. This may require us to make significant investm:nts of
time and capital well before our OEM customers introduce their products incorporating our products and
before we can be sure that we will generate any significant salés to our OEM customers or even recover our
investment.

During an OEM customer’s entire product development process, we face the risk that our products will
fail to meet our OEM customer’s technical, performance, or cost requirements or will be replaced by a
competing product or altcrnative technology. Even if we coffer products that are satisfactory to an OEM
customer, the customer may delay or terminate its product development efforts. The occurrence of any of
these events would adversely affect our revenue. The lengthy development period also means that it is difficult
to immediately replace an unexpected loss of existing business.

Our LCoS microdisplay products may not achieve commercial success or widespread market acceptance.

A key element of our current business involves the ongeing commercialization of our LCoS microlisplay
technology. Our LCoS products may not achieve customer or widespread market acceptance. Some or ail of
our LCoS products may not achieve commercial success as a result of technological problems, competitive
cost issues, yield problems, and other factors. Even when we successfully introduce a new LCoS p:oduct
designed for OEM customers, our OEM customers may determine not to introduce or may terminate products
utilizing our products for a variety of reasons, including the following:

. » difficulties with other suppliers of components for the products; .
» superior technologies developed by our competitors;

«" price considerations;

v

« lack of anticipated or actual market demand for the products; and

« unfavorable comparisons with products introduced by others.

- Various target markets for our LCoS microdisplays arve uncertain, may be slow to develop, or could use
competing technologies.

Vanous target markets for our LCoS microdisplays, including LCoS HDTVs, LCoS home theaters, and
near-lo-eye microdisplays, dre uncertain, may be slow to develop, or couid utilize competing technologies,
especially high-temperature polysilicon and digital micromirror devices. Many manufacturers have well-
established positions in these markets. LCoS HDTVs have only recently become available to consumers, and
widespread market acceptance is uncertain. Penetrating this market will require us to offer an improved value,
higher performance proposition to existing technology. In addition, the commercial success of the near-10-eye
microdisplay market is uncertain. Gaining acceptance in these markets may prove difficult because of the
radically different approach of microdisplays to the presentation of information. We must provide customers
with lower cost, higher performance microdisplays for their-products in these markets. The failure of zny of
our target markets to develop, or our failure to penetrate these markets, would impede our sales growth. Even
if our products successfully meet their price and performance goals, our retailer customers may not achieve
success in selling our LCoS HDTVs and our OEM customers may not achieve commercial success in scllmg
thcxr products that mcorporatc our microdisplay products.

v
* ¥ . i -

~ We do not sell our LCoS mtcrodtsplays to end users and depend on the marker acceptance of the
producrs of our customers. ot

We do not sell our LCoS microdisplay products to end users. Instead, we design and develop 1.CoS
microdisplay products that our OEM customers incorporate into their products. As a result, our success
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for our customers’ products would adversely affect our business.

depends on the ability of our OEM customers to sell their products. Any significant slowdown in the demand

e

Because our success in the LCoS microdisplay business depends on the widespread market acceptance of
our, customers’ - products, we must- establish relatlonshlps for our microdisplay products with OEMs in
mdustrres that have significant growth potential.: ‘Qur failure to estabhsh relatlonshtps w1th OEMs in those
high-growth markets would reduce our revenue potential. .

Our dependence on the success of the products of our OEM customers exposes us to a variety of nsks
mcludlng the following: .. . . .

n ‘.. . . n

e our ablhty to supply products for customers on a timely and cost-effective basis; o
v e Cour success in maintaining customer-satisfaction with our products; - . T

‘s our ability to match our manufacturing capacrty with customer demand and to maintain satlsfactory
delivery schedules; :

+ customer order patterns, changes in order mix, and the level and timing of orders placed by customers

that we can complete in a quarter; and ‘

« the cyclical nature of the industries and markets that we serve.

Our failure to address these risks would adversely affect our results of operations.

- We have not reached definitive agreements with any traditional consumer electronics retailers to sell our
LCoS HDTVs, and we do not have long-term purchase commitments fram OEM customers Jfor our home
theater or near-to-eye mzcrodrsplay products.

We have not reached definitive agreements with any tradrtronal consumer electromcs retallers to sell our
LCoS HDTVs. The inability to secure retailers to sell our LCoS HDTVs would substantially impede our
revenue growth and could require:us.to write off substantial investments that we have made'in this aspect of
our business. We anticipate that our initial LCoS HDTV sales will be to a limited number of customers. As a
result we will face the risks inherent in relying on a concentration of customers. Any material delay,
cancellatron or reductlon of orders by one of these customers would adversely affect our operating results

T OEM customers for our LCoS HDTVs generally do not.provide us with firm, long-term volume purchasc
commitments.' Although we sometimes enter into .manufacturing contracts with our OEM customers, these
contracts typically clarify order lead times, inventory risk allocation; and similar matters rather than provide
firm, long-term volume purchase commitments. As a result, OEM customers generally can cancel purchase
commitments or reduce or delay orders at any time. The cancellation, delay, or reduction of OEM customer
commitments could result'in reduced revenue and in our -holding excess and obsolete inventory and having
unabsorbed manufacturing capacity. The large percentage of our OEM sales to customers in the electronics
mdustry, which is subject to severe competitive pressures, rapld technological change, and product obsoles-
cence increases our mventory and overhead rlsks

1,

‘In addition, we make significant -decisions, mcludmg productlon schedules, compenent procurement
commitments, facility requirements, personnel needs, and other resource requirements, based on our estimates
of customer requirements. The short-term nature of our customers’ commitments and the possibility of rapid
changes in demand for our products reduce our ability to estimate accurately the future requ1rements of those
customers.: Our operating results.may be materially and adversely affected as a result of: ‘the failure 'to obtain

anticipated orders and deferrals or cancellations of purchase commitments because of changes in customer
requirements. Because many of our costs and operating expenses are relatwely fixed, a rcductlon in customer
demand can harm our gross marglns and operating results.

On occasion, customers may require rapid increases in productron which can stress our resources and
reduce operating margins. Although we have had a net 1ncrease in our manufactunng capacity over the past
few years, we may not have sufficient capacity at any glven time to ‘meet all of our customers’ demands or to

.

meet the requirements of a specific project. - ER o
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We have encountered delays in the procurement and production of hght engines, and, additional de!ays
would harm our ability to manufacture LCoS HDTVs.

In 2004, we utilized a third-party supplier to manufacture the light engines used to project the image in
our LCoS HDTVs. Due to quality and delivery schedule concerns, we began producing our own light engines
rather than rely on our prior supplier. The production of light engines involves complex enginecering issues that
we must successfully address. In April 2006, we entered into.a-strategic: relationship. with China South
Industries Group Corporation which resulted in a joint venture company called Sino-Brillian Display
Technology Corporation to assemble and sell our light engines initially in China and eventually the rest of the
world. If we are unable to produce light engines in sufficient quantities, or our joint venture in China is not
successful, our ability to manufacture LCoS HDTVs would be harmed.

. Our abiliiy to compete successfully in selling LCoS HDTVs depends on a number of factors, both within
and outside our control. These factors include the following:

* our success in developing and producing new products; "
.. our ability to' address the needs of our retail and OEM customers;:'

» the pricing, quality, performance, reliability, features ease of use, and dwcrsuy of our product 5
+ the quality of our customer service; N A - '
¢ our efficiency of production' l

* product or technology 1ntroduct10ns by our competrtors and: - . : C o

s foreign currency devaliiations, especrally in Asran currencres ‘such as the Japanese yen, the Korean
won, and the Taiwanese dollar, which may cause a forcxgn competitor’s products 'to be prlced
51gn1ﬁcantly lower than our: products Lo S ‘ . ‘

N ~ N ' - 1 . \ :
o Our. Artzona fac:lny tmd n‘s htgh-volume LCaS microdisplay mauufacturmg line are lmportant to our -
suecess. L e ' - . L

Our ‘Arizona facility and its hxgh—volume LCoS’ microdlsplay manufactunng line are important to our
success. We currently produce all of our LCoS microdisplays on this dedicated line. This facility also houses
our principal research, development, engineering, design, and-certain managerial operations. Any event that
causes a disruption of the.operation of this facility.for even a relatively short period-of time would adversely
affect our ability to produce our LCoS mlcrodlsplays and to provnde technical and manufactunng support for
our customers.. - oo, Y S I ’ ‘- : ' i

.o . . , e . ot . -t e . .- L
We have previously experienced low manufacturing yields.in.commencing. production of LCoS -
- microdisplays, and we must achieve satisfactory-manufacturing yields, , C

The design and manufacture of microdisplays are’new and highly complex proccsscs that ‘are sensi tlve to
a wide variety of factors, including the level of contaminants in the manufacturing environment, impurities in
the materials used, and the performance of personnel and equipment.-As a result of these factors, we have
previously experienced low manufacturing, yields in producing LCoS microdisplays. These issues could
continue, and we may in the future encounter lower than desired manufacturing yields as we manufacture
LCoS microdisplays-in higher volumes, which could result in the delay of the ramp-up to high-volume LCoS
manufacturing: production. A return to lower than expected manufacturing ylelds could 51gn1ﬁcantly and

adversely affect our, operating marglns D - R E i

" Although we added additional cquipment to our ‘AriZona manufacturmg facrlrty in the last two years for

manufacturing LCoS microdisplays, the high-volifié manufacture of LCoS microdisplays will requ1rc us to
overcome numerous challenges, -including the following: .

. thc avallablllty Of a SuffiClcnt quantlty of quallty materials;” - LT

*+ the 1mp1ememauon of new manufacturmg techmques o
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« the incorporation of new handling procedures; -

= the maintenance of clean manufacturing environments; and
» the ability to master precise tolerances in the manufacturing process. .1

In addition, the complexity of manufacturing processes will increase along with increases in the
sophistication of microdisplays. Any problems with our manufaclunng operations could result in the
lcngthemng of our delivery schedules, reductions in the quahty or performance of our de51gn and manufactur-
ing services, and reduced customer satisfaction. i -

We must effectively manage our growth.

* The failure to manage our growth effectively could adversely affect our operations. Our ability to manage
our planned growth effectively will require us to

« enhance our operational, financial, and management systems;
« expand our facilitics and equipment; and

« successfully hire, train, and motivate additional employees, including the technical personnel necessary
to operate our production facility in Tempe, ‘Arizona.

[} il

We depend on key personnel

.

Our operations depend substantlally on the efforts and abilities of our senior management as well as our
technical, sales, and other key personnel. The loss of services of one or more of our key employees or the
inability to add key personnel could have a material adverse effect on our business. Although we maintain
employment, non-competition, and nondisclosure covenants with certain key personnel, we do not currently
have any key person life insurance covering any officer or employee or employment agreements with most of
our employees.

Any acquisitions that we undertake could be difficult to mregrare, disrupt our busmess d:lute
stockholder value, and harm our operating results.

We plan to review opportunities to buy other businesses or technologies that would complement our
current products, expand the breadth of our markets and sales channels, enhance our technical capabilities, or
otherwise offer growth opportunities. While we have no current agreements or active negotiations underway,
we may buy businesses, products, or technologies in the future. If we make any future acqmsmons we could
issue stock that would dilute existing stockholders’ percentage ownership, i incur substantlal debt, or assume
contingent liabilities.

Our experience in acquiring other businesses and technologies is limited. Potential acquisitions also
mvolve numerous risks, including the following:

+ problems 1ntegratmg the purchased operations, technologies, products, or services w1th our own;
* unanticipated costs associated with the acquisition; ’ '

« diversion of management;s attention from our core Sﬁsiﬁeéses; ‘,t :
« adverse effects on existing business relationships with suppliers and customers;

= risks associated with entering markets in which we have no or limited prior experience;‘

« potential loss of key employees and customers of purchased organizations;

= increased costs and efforts in connectlon with compliance with Section 404 of the Sarbanes-Oxley
Act; and

» risk of impairment charges related to potential write-downs of acquired assets in future acquisitions.
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Our acquisition strategy cntails reviewing and potentially 'reorganizing acquired business operations,
corporate infrastructure and systems, and financial controls. Unforeseen expenses, difficulties, and delays
frequently encountered in connection with rapid expansion through acquisitions could inhibit cur ‘growth and
negatively impact our profitability. We may be unable to identify suitable acquisition candidates or to
completc the acquisitions of candidates that we identify. Increased competition for acquisition candidat:s may
increase purchase prices for acqu1smons to levels beyond our financial capability or to levels that woitld not
result in the refurns ‘tequired by our ‘acquisition criteria. In addition, we may encounter difficulties in
integrating the operations of acquired businesses with our own opcratlons or managing acquired bus’nesses
profitably without substantial costs, delays, or other operational or financial problems. .

We may not realize the benefits we expected from our merger with Syntax.

The integration of our business with the business of Syatax will be complex, time-consuming, and
expensive and may disrupt the combined business. We will need to overcome significant challenges in o:der to
realize any benefits or synergies from the merger. These challenges include the timely, efficient, and
successful execution of a number of post-merger events, including the followmg

= integrating the busmess operanons and technologies of the two compames

. -rctammg and asmmﬂatmg the kcy pcrsonncl of cach company, '

» retaining existing customers of each company and attracting additional customers;

= retaining strategic partners of each company and attracting new strategic partners;

* creating uniform gfandards, controls, P}'obéduljels, policies,. and information systems; and

t . the challenges inherent in- efficiently managing an increased number of empioyees overlarge
- geographic distances, including the need to lmplcmcnt appropnate systems, policies, benefits, and
compliance programs. S :

The inability to manage successfully the substantially larger and internationally diverse organization, or
any significant delay in achicvmg successful management, could have a material adverse effect on us and, as a
result, on the market price of our common stock. The execution of these post-merger events will involve
considerable risks and may not be successful. These risks include the following: "

+ the potqntla_l_disrupt_ioq of Jongoing business and distractiori of our management;
+ the potential strain .on out financial and managerial controls and reporting systems and proceduires;

. unanthIpatcd expenses and potcntlal delays related to mtegratlon of the opcratlons technology, and
other resources of the two compames

* the impairment of relationships with employecs supphers and customers as a result of any integration
- of new management personnel;

» greater than anticipated costs and expenses related to the integration of our businesses; and
« potential unknown liabilities associated with the merger and the combined operations.

We may not succeed in addressing these risks or any other problems encountered in connection with the
merger. The inability to integrate successfully the operations, technology, and personne! of our businesses, or
any significant delay in achieving integration, could have a material adverse effect on us, and on the market
price of our common stock.

Charges to earnings resulting from the application of the purchase method of accounting may adversely
affect the market value of our common stock.

If the benefits of the merger are not achieved, our financial results could be adversely affected. In
accordance with generally accepted accounting principles, we are accounting for the merger usiny the
purchase method of accounting. For accounting purposes, Syntax is considered the acquiring company: As a
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result, we allocated the total purchase price to our net tangible assets, amortizable intangible assets, and in-
process research and development based on their fair values as of the date of completion of the. merger, and
recorded the excess of the purchase price over those fair values as goodwill. We will incur additional
amortization expense over the estimated useful lives of certain of the intangible assets acquired in connection
with the merger, which is expected to be approximately $1.3 million on an annual basis. In addition, to the
extent the value of goodwill or intangible assets with indéfinite lwes becomes 1mpa1red we may be requlred to
incur material charges rclatmg to the impairment of those assets. ‘" :

We mcur costs as a vesilt of being a public compdny.

As a public company, we incur significant legal, accountmg, and other cxpcnscs that Syntax did not incur
as a private company. In addition, the Sarbanes-Oxley Act of 2002, as well as rules subsequently implemented
by the Securities and Exchangc Commission and Nasdaq, have required changcs in corporate governance
practices of public companies. These rules and regulations increase legal and findncial compliancé costs and
make some activities more time-consuming and costly. In addition, we incur additional costs associated with
our public company reporting requirements. These rules and regulations also may make it more difficult and
more expensive for us to obtain director and officer liability insurance, and we may be required to accept
reduced policy limits and coverage or incur substanually h1ghcr costs to obtam thc same or snmllar coverage.

The market price for our common stock may be volat:le aud many factors could cause tke market pnce
of our common stock to fall.

Many factors could cause the market price of our common stock to rise and fall, including the following:
« variations in our quarterly results; |
» introductions of new products or new pricing policies by us or by our competitors;
+ the gain or loss of significant orders; |

« the gain or loss of significant customers;

PR [ ] . o .

« announcements of technological innovations by us or by our competitors;

4

» acquisitions or strategic alliances by us or by our competitors; ' ' -
» recruitment or departure of key personnel;
+ sales of our common stock in the public market, mcludmg sales by formcr Syntax shareholders;

« changes in the estimates of our operating performancc or changes 1n recommcndatlons by any
securities analysts that follow our stock and

» market conditions in our industry, the mdustnes of our customers, and the cconomy as a wholc

In addition, stocks of technology companies have expencnced extreme price and volume fluctuations that
often have been unrelated or disproportionate to_those companies’ operating performance. Public announce-
ments by technology companies concerning, among other things, their performance, accounting practices, or
legal problems could cause the market price of our common stock to decline rcgardless of our actual operating
performance. :

We are subject to governmental regulations.

Like all businesses, our operations are subject to certain federal, state, and local regulatory requirements
relating to the environment, waste management, heatth, and safety matters. We could become subject to
liabilities as a result of a failure to comply with applicable laws and incur substanllal costs from complying
with existing, new, modified, or more stringent requirements. In addition, our past, current, or future
operations may give rise to claims of exposure by employees or the public or to other claims or liabilities
relating to environmental, waste management, or health and safety concerns. .*.
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Provisions in our certificate of incorporation, our bylaws, and Delaware law could make it more difficult
for a third party to acquire us, discourage a takeover, and adversely affect existing stockholders.

Our certificate of incorporation and the Delaware General Corporation Law contain provisions thit may
have the effect of making more difficult or delaying attempis by others to obtain control of us, ever; when
these attempts may be in the best interests of stockholders. These include provisions limiting the stockholdcrs
powers to remove directors or take action by written consent instead of at a stockholders’ meeting. Our
certificate of incorporation also authorizes our board of directors, without stockholder approval, to issue one or
more series of preferred stock, which could have voting and conversion rights that adversely affect or dilute the
voting power of the holders of common stock. Delaware law also imposes conditions on certain business
combination transactions with “interested stockholders.” -

We have also adopted a stockholder rights plan intended to encourage anyone seeking to acquire us to
negotiate with our board of directors prior to attempting a takeover. While the plan was designed 10 'guard
against coercive or unfair tactics to gain control of us, the plan may have the effect of making more diffizult or
delayingAany attempts by others to obtain control of us. :

Thcse provisions and others that could be adopted in the future could deter unsolicited takeovers o1 delay
or prevent changes in control or management of our company, including transactions in which stockbiolders
might otherwise receive a premium for their shares over then current market prices. These provisions mzy also
limit the ability of stockholders to approve transactions that they may deem to be in their best imcres.‘ts.

Our effective tax rate may increase or fluctuate, which could increase our income tax expense and reduce
our net income.

R . [
Our effective tax rate could be adversely affected by various factors, many of which are outside of our
control. Our effective tax rate is directly affected by the relative proportions of revenue and income' hefore
taxes in the various domestic and international jurisdictions in which we operate. We are also subj:ct to
changing tax laws, regulations, and interpretations in multiple jurisdictions in which we operate as well as the
requirements of certain tax rulings. Our effective tax rate is also influenced by the tax effects of purchase
accounting for acquisitions, non-recurring charges, and tax assessments against acquired entities with respect
to tax periods prior to the acquisition. These matters may cause fluctuations between reporting periods in
which the acquisition, assessment, or settlement takes place.
Changes to current accounting principles could have a significant effect on our reported financial results
or the way in which we conduct our business.

We prepare our financial statements in conformity with accounting principles generally accepted in the
United States, which are subject to interpretation by the Financial Accounting Standards Board, the
American Institute of Certified Public Accountants, the SEC, the Public Company Accounting Ove:sight
Board, and various other bodies formed to interpret and create appropriate accounting principles. A change in
these principles could have a significant effect on our reported results and may even retroactively affect
previously reported transactions. Qur accounting policiés that recently have been or may in the future be
affectcd by changes in'the accountlng pnnc:ples include the following;

¢ stock-based compensation;
» accounting for variable interest entities;
..+ accounting for goodwill and other intangible assets; and ’

. ‘accountmg issues related to certain features of contingently convertible debt instruments and thelr
cffcct on diluted earnings per share.

Changes in these or other rules may have a significant adverse effect on our reported ﬁnanaal resu lts or
in the way in which we conduct our business. :
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Item 1B. Unresolved Staff Comments

Not applic_ab!e. . . R ) : .

Item 2. Propernes ‘ '

o

+ We occupy approxlmately 55,780 square. fcct in a-facility in Tempc Anzona wh:ch houses our corporate
headquarters, our manufacturing operations,- and, our principal research, development, .and .engineering
activities. We lease this facility under an agreement that extends through December 16, 2009. We occupy.a
facility located in City of Industry, California con515t1ng of approximately 100,000 square feet of office,
warehouse, and distribution space under a lease expiring in April 2008. Kolin maintains a small liaison office
in this facility and reimburses us for 10% of our total occupancy expense. We also lease space at a facﬂlty in
Boulder, Colorado, where we conduct sales, marketing, and research and development activities. We believe
our existing facilities will be sufficient for our needs for at least the next 12 months.

L]

Item 3. Legal Proceedings

United States Customs and Border Protection, or Customs has issued increased duty bills against us in
excess of $3.6 million stemming from a dispute with Customs regarding the tariff classification of imported
multipurpose monitors under the rules of tariff construction. We believe Customs has improperly classified
and valued the merchandise imported by us. Accordingly, we have filed detailed protests seeking to have the
duty bills cancelled. We believe the claims are without merit and intend to vigorously defend our position
regarding this matter. While we cannot predict the outcome of the matter, Kolin has affirmed in writing its
agreement to indemnify us for all costs of delivery, mcludmg any additional duty that may be deemed due and
payable by Customs, and we do not aaticipate that the result will have any material effect on our business.

On June 6, 2005, Kolin, our principal source of LCD television products and éomponcnts, received a
notice from Sony Corporation asserting two alleged patent infringements. We are assisting Kolin in evaluating
the assertions made as well as the potential impact, if any, on our business. Based upon information received to
date, we do not believe that these assertions will have a material impact on our.consolidated. financial
condition or results of operations and cash flows.

. . . . L . B I
From time to time, we are involved in other legal proceedings incidental to our business. We currently are
not, however, involved in any legal proceeding that we believe would have any material adverse effect on our
business, financial condition, or statement of operations, or statement of cash'flows. .

Y S " h . ' S S . t e .

Item 4. Submission of Matters to a Vote of Security Holders. - Y

Not applicable.
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PART I ey

Item 5. Market for Registr&nt's Common Egquity, Related Stockholder Matters and Isstier Purchasei of
Equity Securities

- Ao

Our common stock has been traded on the Nasdaq Global Market (formerly on the Nasdag National

Market) under the symbol “BRLC” since September 16, 2003. The following table sets forth the high aad low

sale prices of our common stock for each calendar quarter indicated as reported on the Nasdaq: National
e -

Market. "‘ v ‘ . - h
2‘904 ;.."-‘ ' r ‘. :‘ ) ‘ : . .. " . "L"..‘.‘..l.. .
-« First quarter .............. e eaeeenns N e [P , $12.40. $7.41..
Second quarter ..., .z, ........ e e s B11:55 - $7.25
Third quarter .. ... .. e $ 910 $3.58
Fourth qUarter . ... .........ciueoe e dw 8459 sla9
2005 v L R P, .
~ First quarter ............ e P S e e Yl . $ 357 . $1.69 .
Second quarter......... P e U $ 320 - $112°
- Third quarter ............. F A '8 386 $237 7 °
""" Fourth quarter ........... e AU S $ 721 $3.02
'2006 “, . ,I ' . .' ‘.. ‘ -.._ . “.-_ \‘ .":: B
.. First.quarter ................. . PR e, $.575 $335
Second quarter ......... P e 5450  $202
Third quarter (through September 8, 2006) . ... .. L 8450 20
:.On September 8, 2006, the last reported saie price of our common stock.was $4.50 per share.. On
September 8, 2006, there were 497 record holdérs of our common: stock, - 3 : g
. a . . . R
Divil_ien'ds .

oo o . S s i

. .We have never declared or paid cash dividends on our common stock. We currently plan to reta:n any
earnings to finance the growth of ocur business rather than to.pay cash dividends on our preferred stock.
Payments of any cash dividends on our commeon stock in the future will depend on our financial condition,
results of operations, and capital requirements as well.as other factors deemed relevant by our bojrd of
directors.

We may not pay dividends on our common stock until we have paid all dividends owed on our
outstanding redeemable convertible preferred stock. We pay cumulative dividends equal to $0.30 per share on
our redeemable convertible preferred stock, as further described in Note P to our consolidated financial
statements included in this report,
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Equity Compensation Plan Information

The following table sets forth information with respect to our common stock that may be issued from

both stockholder approved and unapproved plans upon delivery of shares for restricted stock units, exercise of
outstanding stock options, the weighted average exercise price of outstanding stock options, and the number of
securities available for future issuance under our various equity compensation plans.

item 6. ‘Selected Financial Data

. e . (e} .
C o : s Number of Securities
Remaining Available
for Future Issuance

«(a) + (b) Under Share-Based
Number of Securities Weighted-Average Compensation Plans
to be Issued Upon ,, Exercise Price of - [Excluding
‘ Exercise of Qutstanding . Securities Reflected
Plan Category - . Outstanding Options * - Options in Column (a)]

Share-Based Compensation Plans . . _
Approved by Stockholders......... ’ 3,047,733 : $4.17 2,048,454

Share-Based Compensation Plans Not
Approved By Stockholders(1) ..... — — —

Total ...l 3,047,733 $4.17 2,048,454

]

.x
e

The following table contains selected financial information and is supplemented by the more detailed

financial statements and notes thereto included elsewhere in thisiteport. The statement of operations data for
the fiscal years ended June 30, 2006, 2005, and 2004, and the balance sheet data as of June 30, 2006 and 2005
have been derived from our financial statements, which have been audited by Grobstein, Horwath & Company
LLP, independent registered public accounting firm, and are included elsewhere in this report. The statement
of operations data for the fiscal year ended June 30,2003 and the balance sheet data as of June 30, 2003 have
been derived from our financial ‘statements, which have been audited by Grobstein, Horwath & Company
LLP, independent registered public accounting firm, but are not included clsewhere in this report. . * ~

Years Ended June 30,
T . : 2006 © 2008 2004 2003

(In.thousands, except per share data)

Statément of Operations Data: ' ot S

Net sales . ... .. P PR $192,990  §82,586 $30,616 $2,428 -

" Costs and expenses: " : B - .
Costofsales ................ .. U 169,096 71,825 28,351 2,690 -
Selling, distribution, and marketing ........ e ‘ 8,320 2,801 842 6

..General and administrative . ........... e 18,123 . 7616 . 2,467 .. 103 .
 Research and devélopment . ........0...... I 4416 -0- " -0- S S
Operating income (loss) .......... AR (6,965) . 344 (744) (71y
Income tax expense (benefit) .................... — 78 (357) (152)
thloss..';..............._..L ............... ... $(18879) $ (7)) $ (605)‘§(235) _
Loss per share ..........cooeoeineenoonaeon. ... % (046) $ (0.00) $ (0.02) $(0.01)

’e . PR PR LI
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. June 30, . ‘
2006 2005 2004 2003
{In thousands)

Balance Sheet Data: : 3

Cash and cash equivalents ... ......... [T “$ 7375 $184 § 769 § 27
Total @8S€LS . ... ..o $127,656  $37,634 $14,038  $5065
Total .stockholders’ equity . ....................... $ 64802 $8234 $ 585 $§ S8

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion’ ana’ analyszs in conjunction with our financial statements and
related notes.contained elsewhere in this report. This discussion contains forward-looking statemenis that
involve risks, uncertainties, and assumptions. Our actual results may differ materially from those anticipated
in these forward-looking statemenis as a result of a variety of factors, including those set forth under Item 14,
Risk Factors.

Overview

We are a leading designer, developer, and distributor of high-definition televisions, or HDTVs, in liquid
crystal display, or LCD, and liquid crystal on silicon, or LCoS, formats. Our LCD and our popular -riced
LCoS HDTVs, under our Olevia brand name, and our premium large-screen, rear-projection HIDTVs,
utilizing our proprietary LCoS microdisplay technology, are sold to high-end audio/video manufaciurers,
distributors of high-end consumer electronics products, and consumer electronics retailers. Qur price-
conscious Olevia product lines include flat panel LCD models in diagonal sizes from 20 inches to 42 inches
and our 65-inch Gen Il LCoS Rear Projection HDTV designed for the high-volume home entertainment
market; our price-performance, full feature Olevia product line includes 42-inch and 47-inch high-end
HDTVs for the home entertainment and home theater markets; and our Gen II LCoS rear projection 6fi-inch
HDTV addresses the premium audio/video market. We have established a virtual manufacturing model
utlllzmg Asian sourced components and third-party contract manufacturers and assemblers located in close
proximity to our customers to assemble our HDTVs. We also offer a broad line of LCoS microdisplay
products and subsystems, including LCoS imagers, that original equipment manufacturers, or OEMs:, can
integrate into proprictary HDTV products, home theater projectors, and near-to-eye applications, such as
head-mounted monocular or binocular headsets and viewers, for industrial, medical, military, commcrmal ‘and
consumer applications.

Net Sales. Qur sales result primarily from the sale of LCD and LCoS HDTVs. We also sell
microdisplays for near-to-eye and projection devices to OEM customers.

Cost of Sales. Our gross margins for our LCD and LCoS products.are influenced by various factors,
including manufacturing efficiencies, yields, and absorption issues, product mix, product differentiation,
product uniqueness, inventory management, and volume pricing. To date, our manufacturing capacivy for
LCoS imagers has exceeded our manufacturing volume, resulting in the inability to fully absorb the cost of our
man'q'facturing infrastructure. LCoS imager margins will not improve until we run higher volumes.

" Selling, Distribution, and Marketing Expense. Selling, Distribution, and Marketing Expense consists of
salaries, commissions, and benefits to sales and marketing personnel, co-op advertising allowances to our
customers, advertising, warchouse costs, and shipping costs.

General and Administrative Expense. General and administrative expense consists principally of
salaries and benefits to administrative personnel; insurance expense, legal fees, audit and accounting fees, and
fac1lltles costs!

Research and Developntent Expense. Research and development expense consists principally of sa aries
and benefits to scientists, engineers, and other technical personnel; related facilities costs; process development
costs; and various expenses for projects, including new product development. Research and development
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expense continues 10 -be very high as we continue to develop our LCoS techriology and manufacturing
processes, and refine our HDTV products.

Cntlcal Accountmg Pohcles ‘and Estlmates

p ‘
Our dlscussmn and analysis of our. ﬁnanc1al condmon and results of, operations are based upon -our
financial statements, which have been prepared in accordance with generally- accepted accounting principles
(GAAP) in the United States. During preparatlon of these financial statements, we are required to make
estimates and judgments that affect the’ “reported amounts of ‘assets, liabilities, revenue, and expenses, and
related disclosure of contirigent assets and liabilities. On an on-going basis, we- evaluate our estimates and
judgments, including those related 16 “sales ‘allowances, bad debts, inveritories, investments, fixed assets,
intangible assets, income taxes, and contingencies. We base our estimates on historical experience and on
various other ‘assumptions that we believe are reasonable under the circumstances. The results form the basis
for makmg judgments about the carrying values- of assets and liabilities that are not readily apparent from
other sources Actual results may differ from these esnmates under different assumptions or conditions.

We believe the followmg critical accountmg pollcles affect our more 51gn1ficant judgments and estlmates
used in the preparation of our financial statements. :

We recognize revenue from product sales when persuasive ‘evidence of a sile exists; that is, a product is
shipped under an agreement with a customer, risk of loss and title has passed to the customer, the fee is fixed
and determinable, "and collection of the resulting receivable is reasonably assured. Sales allowances are
estimated based upon historical experience of sales returns.

We record estimated reductions to revenue for customer and distributor programs and incentive offerings,
including price markdowns, promotions, other volume-based incentives, and expected returns. Future market
conditions and product transitions may require us to take actions to increase customer incentive offerings
possibly resulting in an incrementa! reduction of revenue at the time the, incentive is offered. Addltlonally,
certain incentive programs require us to estimate, based on industry experiénce, the number of customers that
will actually redeem the incentive. We, also record estimated reductions to_revenuc for end-user rebate
programs, returns, and costs related to warranty servlces in excess of relmbursements from our principal
manufacturer.

'

We have limited operating hrstory upon whlch to base thc estimates for the customer and distributor
programs discussed above. Additionally, over the past two fiscal years, there have been Slgmf" cant changes in
our distribution channels, product mix, market recognition of our Olevia brand, and rapid price declines. As a
result of these rapidly changing factors, the costs of such programs have fluctuatcd 51gn1ﬁcantly ona quarterly
basis as a percentage of gross revenue from 9. 1% to 20 l%

We maintain an allowance for doubtful accounts for est1mated losses resultmg from the mablhty of our
customers to make required payments. We determine the adequacy of this allowance by regularly evaluating
individual customer receivables and considering a customer’s financial condition, credit history, and current
economic conditions. If the financial condition of our customers were to deteriorate,.additional allowances
could be required.

We write down inventories for estimated obsolescence to estimated market value based on assumptions
about future demand and market conditions. If actual market conditions are less favorable than those
projected by us, additional inventory write-downs may be required.

We receive two types of vendor allowances: volume rebates, which are earned as a result of attaining
certain purchase levels, and price protection, which is earned based upon the impact of market prices on a
monthly basis. We also obtain incentives for technical assistance and market development that are carned as a
result of monthly purchase levels. All vendor allowances are accrued as earned, and those allowances received
as a result of attaining certain purchase levels are accrued over the incentive period based on estimates of
purchases. We record the cash consideration received from a vendor in accordance with EITF 02-16,
“Accounting by a Customer (Including a Reseller) for Certain® Consideration Received from a Vendor,”
which states that cash consideration received from a vendor is-presumed to be a reduction of the prices of the
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vendor’s products or services and is recorded as a reduction of the cost of sales when recogmzed in our
statement of operations. . L .

We review long lived assets for impairment whenever events or changes in circumstances indiczte that
the carrying amount of any asset may not be recoverable. An impairment loss would be recognized when the
estimated undiscounted future cash flows expected to result from the use of the asset and its cfcntual
dlsposmon are less than the carrying amount. T ‘ :

On July 1, 2005, we adopied SFAS No. 123 {revised 2004), “Share-Based Payment” (“SFAS 123R").
SFAS 123R requires the company to recognize expense related to the estimated fair value of stock-based
compensation awards. We elected to use the modified prospective transition method as permitted by
SFAS 123R and therefore have not restated our financial results for prior periods. Under this transition
method, stock-based compensation expense for the year ended June 30, 2006 includes compensation expense
for all stock-based compensation awards granted prior to, but not vested as of July 1, 2005, based on ths grant
date fair value estimated in accordance with the original provisions of SFAS No. 123, “Accounting for Stock-
Based Compensation™” (“SFAF 123"). Stock-based compensation expense for all stock-based awards granted
subsequent to July 1, 2005, was based on the grant date fair value estimated in accordance with the provisions
of SFAS 123R. Stock options are granted to employees at exercise prices equal to the fair market vatue'of our
stock at the dates of grant. We recognize the stock-based compensation expense ratably over the requisite
service periods, which is generally the option vesting term of twelve to fifty months. All stock options have a
term of L0 years. Stock-based compensation expense for the year ended June 30, 2006 was $4.4 million.

We recognize deferred tax assets and liabilities for temporary differences between the financial reporting
basis and the tax basis of our assets and liabilities along with net operating loss carry-forwards, if it i3 more
likely than not that the tax benefits will be realized. To the extent a deferred tax asset cannot be recognized, a
valuation allowance is established if necessary. ,

We typically warrant our products against defects in material and workmanship for a period of one year
from purchase with on-site service provided for certain of our products. As of June 30, 2006, we had entered
into an agreement with Kolin for reimbursement of the cost of our warranty expenses ‘for units sold. We
recognize those reimbursements from Kolin first as a reduction to the third- -party warranty costs, witl' the
excess reimbursement amortized over a 12-month period and applied as a credit to cost of sales for units which
have shipped to customers. We record reimbursements received from Kolin for units that have not been
shipped to customers as deferred warranty revenue.

We account for our investments in which we have less than a 20% ownership interest at cost and
periodically review such investments for impairment, We account for our investments in which we have a
greater than 20% but less than 50% ownership interest and for which we do not have the ability to exercise
control under the equity method. " . '
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Results of Operations -

The following table sets forth, for the periods indicated, the percentage of net sales of certain items in our
financial statements. ) ., :

. Years Ended June 30, .
P . 2006 2005 2004

Net sales ........ P DD 100% 100% _ 100%

. o, Uy , B . - S
~Costs-and expenses: . C e . . . .
Costof sales ......uo.viie e e i 876 87.0 926 -

- Selling, distribution, and marketing ............. ... ... ...l 4.3 3.4 28 .
General and administrative .« oo P 94 92 7.1
Research and development ............. S P e . 2.3 — —

.. Total costs and expenses ........ e e ..... e c103.6 996 1025

Operating income (10s8) ............. USRI o, (36 4 (25

. Income (loss) before income taxes........... . e PR (98)% __ 0% .(3.1)%
Year ended June 30, 2006 compared with year ended June 30, 2005 ' o St

Net Sa!es Net sales were $193.0 million in ﬁscal 2006 comparcd with $82.6. mllllon in ﬁscal 2005. Net
sales in fiscal 2006 consisted of LCD television sales of $191.2 million and LCoS sales of $1.8 million. All
sales in fiscal 2005 were LCD television sales. The increase in LCD television revenue was a result of
increased unit shipments. During the fiscal year ended June 30, 2006, we shipped approximately 304,000 units
compared with 120,000 in fiscal 2005. The merger with Syntax Groups Corporation, which we refer to as the
Merger, was completed on November 30, 2005 and, therefore, the LCoS revenue was only included from
December 1, 2005 onward. ‘. z . :

' 'Avei-age selling prices for' LCD televisions decreased 8.6% to $627 per unit in fiscal 2006 from $686 per
unit in fiscal 2005. The weighted average screen size of units sold in fiscal 2006 increased to 27.74 inches from
25.4 inches in fiscal 2005. The average selling price per diagonal inch of screen size decreased 16% to
$22.61 per inch in fiscal 2006 from $27.00 per inch in fiscal 2006.. ‘

Cost of Sales. Total cost of sales was $169.1 mitlion, or 87. 6% of net sales, in fiscal 2006 compared with
$71.8 million, or 87.0% of net sales, in ﬁscai 2005 "

[ ",

Cost of LCD television salcs was $1600 million, or. 83 7% of LCD tclcwsmn sales, in fiscal 2006
compared with $71.8 million, or 87% of LCD television sales, in fiscal 2005. The increase in LCD television
gross margins was a result of higher selling volumes and increased brand awareness and dramatic cost
reductions in the components used 1o assemble LCD televisions, including LCD panels. Cost of sales per unit
decreased 12.1% to $524 in fiscal 2006 from $596 in fiscal 2005. Cost of sales per diagonal inch of screen size
decreased 19.5% to $18.90 in fiscal 2006 from $23.48 in fiscal 2005. Cost of sales for the fiscal years ended
June 30, 2006 and 2005 includes purchases - from Kolm net of rebates, totaling $125.3 million and
$55.9 million, rcspcctlvcly - :

+ Cost of LCoS net sales was $9.1 I’l‘lllllOl‘l or 503% of LCoS sales in fiscal 2006 Cost of LCoS net sales
was included from December 1, 2005 onward as the Merger closed on November 30, 2005. There were no
LCoS sales in fiscal 2005. The large negative gross margin in the period resulted primarily from the low
volume of shipments and low manufacturing yields in the shipped products. To date, our manufacturing
capacity has exceeded our manufacturing volume, resulting in the inability to absorb fully the cost of our
manufacturing infrastructure. A significant portion of our manufacturing costs are fixed in nature and consist
of items, such as utilities, depreciation, and amortization. The amounts of these-costs do not vary period to
period based on the number of units produced nor can the amounts of these costs be adjusted in the short
term. Therefore, in periods of lower production volume, these fixed costs are absorbed by a lower number of
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units, thus increasing the cost per unit. As a result, we expect it will be difficult to attain sigrificant
improvements in gross margins until we can operate at higher production volumes.

On March 9, 2004, in conjunction with our plans to expand our product lines to include home
entertainment products, including LCD televisions, we entered into a Manufacturing Agreement with Kolin.
This Manufacturing Agreement had an initial term of one year and could be extended for up to five adclitional
one-year periods at our option. We have elected to extend this Manufacturing Agreement for one additional
year to March 2007. In conjunction with the execution of this Manufacturing Agreement, we also enter:d into
an additional agreement intended to govern the terms pursuant to which we, Kolin, and DigiMedia
Technology Co, Lid., or DigiMedia, the product research and development subsidiary of Kolin, would form a
strategic alliance through the acquisition by Kolin of up to 10% of our common stock and the acquisition by us
of upto 10% of the common stock of DigiMedia. On March 29, 2006, we sold Kolin 3.0 million shares of our
common stock and a warrant to purchase 750,000 shares of our common stock for gross procecds of
$15.0 million. As of March 31, 2006, Kolin and one of its subsidiarics had purchased a total of 6.1 inillion
shares of our common stock, representing approximately 12.5% of our outstanding stock. As a result of the
foregoing, Kolin and DigiMedia are considered related parties. y

In March 2004, we entered inlo three additional agreements with Kolin that provide for rebates tc us on
purchases from Kolin. Under these agreements, we receive a rebate equal to 3.0% of purchases for prcviding
technical know how to Kolin, 2.5% for market development funds, and volume incentive rebates up to 2.75%
of purchases. These rebates are issued monthly based upon units shipped from Kolin to us. In accordance with
the Emerging Issues Task Force (“EITF”) Issue 02-16; “Accounting by a Customer (Including a Re;eller)
for Certain Consideration Received from a Vendor,” we record these rebates as a reduction to the price of the
products purchased upon receipt of the products and allocate such rebates to inventory and cost o sales
accordingly. Rebates granted by Kolin applicable to goods in transn are recorded as amounts outstancmg to
Kolin unnl such goods are received.

On Seplember 8, 2004, we entered into a five-year exclusive Distribution Agreement with Kolin, which
grants us the exclusive right to market and distribute products under the Kolin brand throughout North
America,

For the years ended June 30, 2006 and 2005, Kolin agreed to grant us rebates for price protection of
$61.0 million and $27.9 million, representing 27.2% and 25.4% of actual purchases from Kolin, respectively,
which were credited to cost of sales in the period received as these price protection grants related to invntory
purchased from Kolin that had been sold to our customers during the respective periods. As of June 30, 2006,
the amount of the reduction in the value of inventory purchased from Kolin and the correspending rediction
in the accounts payable balance due to Kolin' was $2.1 million,

. : . ch ‘ {

As of June 30, 2004, we had entered into an agreement with Kolin for reimbursement of warranty costs
for units we sold. Through December 2004, we had retained an independent third party to provide cn-site
service to consumers that purchase our LCD television products. The cost to us for this service was $.0 per
unit shipped. Since January 2005, we have provided on-site service to consumers for warranty claims through
a different third party, which is billed to us on a case-by-case basis. Kolin has agreed to reimburse us varying
amounts ranging from $10 to $100 per unit to cover the cost of these warranty expenses as well as our costs in
administering the program and servicing units that cannot be serviced by the warranty providers. Kolin
provides these per unit reimbursements at the time they ship products to us. We record these reimbursements
from Kolin- first as a reduction to the third-party warranty costs, with the excess reimbursement amortized
over a 12-month period and applied as a credit to cost of sales for units which have shipped to customers. We
record reimbursements received from Kolin for units which have not been shipped to customers as de’erred
warranty revenue. ° - :

" As of June 30, 2006, deferred warranty revenue was $4.6 million. Recognized warranty reimburserients,
which-are recorded as a reduction in cost of sales, totaled $4.8 mllhon and $1.1 million for the fiscal years
ended June 30, 2006 and 2005, respectively. ' :
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Between May 2005 and September 2005; we purchased tuners and AV module components used in the
assembly of LCD TV products from the Riking Group, a Hong Kong-based exporter and a related party. For
the fiscal year ended June 30, 2006, purchases from Riking totaled $885,000.

Selling, Distribution, and Marketing Expense. Selling, distribution, and marketing expenses totaled
$8.3 million, or 4.3% of net sales, in the fiscal year ended June 30, 2006 compared with $2.8 million, or 3.4% of
net sales, in the previous fiscal year. The increase in selling, distribution, and marketing expenses for the year
was primarily related to increased advertising expenses and other marketing costs necessary to develop our
distribution channel and additional personnel costs resulting from the Merger. Advertising ¢xpense was
$5.3 million and $1.7 million for the fiscal years ended June 30, 2006 and 2005, respectively.

General and Administrative Expense General and administrative expense totaled $18.1 million in {iscal
2006, compared with $7.6 million in fiscal 2005. This increase was a result of additional personnel costs
resulting from the Merger, recognition of stock-based compensation expense related to the adoption of
SFAS 123(R), and increased costs associated with bemg a public company, including dlrectors and officers’
insurance and legal and -accounting fees.

Research and Development Expense. Research and dcvelopmcht expense totaled $4.4 million in fiscal
2006. Rescarch and development expensc began to be incurred upon completion of the Merger on
November 30, 2005. There was no such. expense,in the previous ycar.

Interest Expense. In fiscal 2006, we recorded net interest expense of $11.9 million compared with
$283,000 in fiscal 2005. In fiscal 2006, we incurred interest expense related to our credit facility with Preferred
Bank totaling approximately $1.4 million, cash interest expense related to our 9% senior secured debentures of
approximately $216,000, and non-cash interest expense and amortization of issuance costs related to the
convertible debentures, senior secured debentures, and redeemable convertible preferred stock of approxi-
mately $10.0 million. Under generally accepted accounting principles, we are required to measure the value of
the warrants issued with debentures and redeemable convertible preferred stock issued and the beneficial
conversion feature of the convertible debentures and redeemnable convertible preferred stock issued. The
resulting values were recorded as a discount to the debentures and redeemable convertible preferred stock with
a corresponding increase in additional paid-in capital. The original discount to the convertible debentures was
equal to their face value of $7.5 million and the original discount to the secured debentures was $1.4 million.
The original discount and beneficial conversion feature to the redeemable convertible preferred stock was
$11.6 million. The discount, along with amortization of issuance costs, is being accreted to interest expense
over the three-year term of the notes and the two-year term of the redeemable convertible preferred stock.

Income Taxes. FASB SFAS No. 109, “Accounting for Income Taxes”, requires that a. valuation
allowance be established when it is more likely than not that all or a portion of a deferred tax asset will not be
realized. Changes in valuation allowances from period to period are included in our tax provision in the period
of change. In determining whether a valuation allowance is required, we take into account all evidence with
regard to the utilization of a deferred tax asset, including our past and projected operating results, the
character and jurisdiction of such operating results, unsettled circumstances that, if unfavorably resolved,
would adversely affect utilization of a deferred tax asset, carryback and carryforward periods, and tax
strategies that could potentially enhance the likelihood of realization of a deferred tax asset. Since completion
of the Merger on November 30, 2006, we have not reached profitability. Therefore, we have established a
valuation allowance of approximately $21.4 million against the deferred tax assets as of June 30, 2006. When it
becomes more likely than not that the deferred tax assets will be realized, we will reduce the valuation
allowance and begin to recognize the deferred tax asset as a tax benefit in our statement of operations.

There were approximately $59.8 million and $30.4 million of federal and state net operating loss
carryovers respectively as of June 30, 2006. The usage of these losses may be subject to an annual Section 382
limitation since Brillian Corporation went through an ownership change as a result of the merger with Syntax
Groups Corporation. Because of continuing losses and failure to reach profitable operations, management has
established reserves against deferred tax assets.

Net Loss. Net loss was $18.9 million in fiscal 2006 compared with a net loss of $17,000 in fiscal 2005.
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Year ended June 30, 2005 compared with year ended June 30, 2004
X . : I
Ner Sales. Net sales were $82.6 million in fiscal 2005 compared with $30.6 million in fiscal 2004, Net
sales in fiscal 2005 and 2004 consisted entirely of LCD television sales. The increase in LCD telzvision
revenue was a result of increased unit shipments. In the ycar ended June 30 2005, we shipped apprommately
120,000 units compared with 4,000 in fiscal 2004.

IS .
.

Cost of Sales. Total cost of sales was $71.8 million, or 87.0% of net sales in fiscal 2005 compared with
$28.4 million, or 92.6% of net sales, in fiscal 2004. _ o

The increase in gross margins was a result of higher selling volumes and increased brand awarenes:. Cost
of sales for the fiscal years ended June 30, 2005 and 2004 included purchases from Kohn net of rebates,
totaling $55.9 million and $1.4 million, respectively.

For the fiscal years ended June 30, 2005 and 2004, Kolin agreed to grant us rebates for price protection of
$27.9 million and $1.3 million, representing 25.4% and 13.5% of actual purchases from Kolin, respectively,
which were credited to cost of sales in the period received as these price protection grants related to inventory
purchased from Kolin that had been sold to our customers during the respective periods. In April 2005, we
entered into an agreement whereby Kolin agreed that in no event will the amount of the price protection to be
issued by Kolin to us for any calendar month be less than 18% of the amount invoiced by us to our customers
for such calendar month. Accordingly, we record an 18% reduction in the value of inventory purchased from
Kolin and a corresponding reduction in the accounts payablc balance due to Kolin to reflect the impact of this
guaranteed price protection on our balance sheet. As of June 30, 2005, the amount of, the reduction in the
value of inventory purchased from Kolin and the corresponding reduction in the accounts payable, balan:e due
to Kolin was $3.6 million.

. .

" At June 30, 2005 and 2004, deferred warranty revenue was $2.0 million and $278,000, respectively.
Recognized warranty reimbursements, which are recorded as a reduction in cost of sales, totaled $1.1 raillion
and $9,000 for the fiscal years ended June 30, 2005 and 2004, respectively.

Selling, Distribution, and Marketing Expense. Sclling,. distribution, -and marketing expenses totaled
$2.8 million, or 3.4% of net sales, in the fiscal year ended June 30, 2005 compared with $842,000, or 2 8% of
net sales, in the previous fiscal year. The increase in selling, distribution, and marketing expenses for fiscal
2005 was primarily related to advertising expenses and other marketing costs necessary to develcp our
distribution channel. Advertising expense was $1. 7 million and $513,000 for the fiscal ycars ended Juae 30,
2005 and 2004, respectively. : .

General and Administrative Expense. General and administrative expense totaled $7.6 million in fiscal
2005, compared with $2.2 million in fiscal 2004. The increase was primarily related to salaries and wages, and

audit, legal, and bank fees. : . .

Interest Expense. In fiscal 2005, we recorded net interest expense of $283,000 compared with $218,000
in fiscal 2004.

Net Loss. Net loss was $17,000 in fiscal 2005 compared witl-_n a net loss of $605,000 in fiscal 2004.
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Quarterly Results of Operations

The followmg table presents unaudited consolidated statemerits of operauons data for each of the eight
quarters in' the period ended June 30, 2006. We believe that all necessary ad]ustments have been included to
present fairly the quarterly information when read in conjunction with our annual financial statements and
related notes. The operating results for any quarter are not necessarily indicative of lhc results for any
subsequent quarter

Quarters Ended )
2006 2005 2004
Jun. 30 Mar. 31 Dec. 31 Sep. 30 . Jun. 30"  Mer. 31 Dec. 31 Sep. 30
' {In thousands)

Net sales .. ..... TSR ' $59.807 $ 45671 $60,155 $27,357 $22.864 $21,255 $28,809 $9,656
Cost and expenses: . o T
. Costofsales ............. e 52,523 '41,514 53,321 21,738 20,003 17,570 25,836 8,416
Selling, distribution, and ' T T '
marketing. . .............. ... 2,867 2,527 1,988 937 805 926 698 371
General and administrative ...... 4,477 4,060 4,460 - 5,127 2,590 2,476 1,521 1,027
Research and development .. .. .. 1,853+ 1,936 627 — = — N
; 0,197 _ 8523 . 7.075 _6064 _3395 3402 2219 1,398
Operating income (loss) .......... (1,913)  (4,366) (241) (445) (534} 283 754  (158)
Income tax benefit (expense) ......-- - '— - = — (79) 79 273 ‘(95) (255) (1)
Net income (1058) ««.«rvvreenn... $(5,498) $(11,412) $(1311) $° (658) $_(382) $ ' 143°$ ‘414 §(192)
Net income (loss) per share ... s @I 26)$ (009)$ (003) (001)$ 0.00 § 00! §$0.00

v

Because our products particularly our HDTV products, are focused on.the consumer markets, we
experience seasonality in our revenue' and cost of sales. Seasonal trends reflect consumers’ patterns of
mcreasmg purchases during the year-end hollday period. - e g

'

quuldlty and . Capltal Resources
At June 30, 2006, we had $7.4 million in cash compared with $1 8 mllllon at Junc 30, 2005.

In fiscal 2006 and 2005, we had-$38.8 million and $15.6 million, respectively, in net cash outflow from
operating activities. Contributing to the net outflow. in fiscal 2006 were our net loss of $18.9 million, an
increase in accounts receivable of $35 million, a decrease in accounts payable of $8.2 million, and a decrease
in taxes payable of $1.4 million. Partially offsetting the outflow were depreciation and amortization of
$2.5 million, amortization of debt and preferred stock discount and offering costs of $9.1 million; provisions for
inventory reserves and doubtful accounts totaling $2.9 million, stock based compensation of $4.4 million, and
increases in other current liabilities of $6.2 million. In fiscal 2005, contributing to the outflow were an increase
in receivables of $11.5 million, an increase - in inventories of $8.8 million, and an increase of other current
assets of .$1.5 million. Partially offsetting the outflow were depreciation and: amortization of $186,000,
provisions for inventory reserves and doubtful accounts totaling $843,000, a write-off of deferred offering costs
of $415,000, and increases in accounts payable and other current liabilities of $6.3 million.

In fiscal 2006, net cash used in investing activities totaled $9.8 million compared with net cash used in
investing activities of $317,000 in fiscal 2005. In fiscal 2006, purchases of fixed assets used $6.8 million,
merger costs were $2.1 million, and we made investments totaling $883,000. In fiscal 2005, net cash used for '
investing activities totaled $317,000; purchases of fixed assets used $817 000, whlch was offsct by a reduction
in restricted cash of $500,000.

Net cash provided by financing activities in the fiscal year ended June 30, 2006 was $54.1 million
compared with $16.9 million for the fiscal year ended June 30, 2005. Net cash provided by financing activities
in fiscal 2006 consisted primarily of proceeds from bank loans of $18.8 million, net cash proceeds from
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issuance of our 6% redeemable convertible preferred stock of $14.6 million, and net cash proceeds frotn our
issuance of common stock of $14.8 million. Warrant exercises, stock option excrcises, and shares issued
pursuant to our Employee Stock Purchase plan provided a total of $1.6 million; net transfers from Syntax
Groups Corporation provided $4.2 million; and the net of issuances and repayments of notes payable and other
long-term debt provided $189,000. In fiscal 2005, proceeds from bank loans provided $12 million; net transfers
from Syntax Groups Corporation provided $7.3 million; and a net reduction of long-term debt and notes
payable used $2.4 million.

We incurred operating losses from our inception until the year ended June 30, 2005, when we recorded
income from operations of $344,000. On November 30, 2005, we completed the merger with Brillian
Corporation with Syntax Groups Corporation. In the fiscal year ended June 30, 2006, which included teven
months of the operations conducted by Brillian, we incurred an -operating loss of $7.0 million. We have
historically funded our operating cash outflows through the use of notes payable and bank lines of credit with a
borrowing base calculated as a percentage of eligible accounts receivable as explained below, and through the
issuance of long-term debt, preferred stock, and common stock.

On November 30, 2005, the merger between Syntax Groups Corporation and Briliian Corporation was
completed and the combined company changed its name to Syntax-Brillian Corporation. Brillian had rever
been profitable. For the nine months ended September 30, 2005, Brillian recorded a net loss of $22 millioa. In
December 2005 and January 2006, we issued 3.2 million shares of redeemable convertible preferred stock. The
net proceeds of this offering were approximately $14.7 million. On January 31, 2006, we entered int> an
amendment to the business loan agreement with Preferred Bank described below that provides an additional
$8 million of credit availability. On March 29, 2006 we sold 3 million shares of common stock to Kolin, a
related party, which resulted in net proceeds of $14.8 million.

We believe that the cash from the redeemable convertible preferred stock issuance in December 2005,
the cash from the common stock issuance in March 2006, and the increased Preferred Bank credit facility will
be sufficient to sustain operations at the current level for the next 12 months. However, if we continue to
experience rapid revenue growth, additional capacity under accounts receivable lines of credit or other sources
of financing, such as long-term debt or equity financing, will be necessary. We are currently negotiating a
larger working capital credit facility that, if consummated, we believe would be sufficient to finunce
anticipated growth for the next 12 months. Although there can be no assurance that the required financing will
be available on favorable terms, or at all, we believe that we will be able to obtain the required financing to
continue to fund our business, including the anticipated growth, for at least the next 12 months. If sufficient
additional finanting is not available, we would need to curtail our growth rate m order to have sufficient cash
to continue’ our. operations. '

On July 27, 2004, we entered into a four party agreement, or the CIT Agreement, between us and CIT
Commercial Services Inc., or CIT, Kolin, and Hsin Chu International Bank, or HCIB, the bank used by
Kolin. Pursuant to the agreements that govern this transaction, we assigned collection of all our existing and
future accounts receivable to CIT, subject to CIT’s approval of the account. We further assigned 100% of the
proceeds to be collected by CIT from such accounts receivable to HCIB on behalf of Kolin, The credit risk, for
all accounts approved by CIT was assumed by CIT. We agreed to pay fees to CIT of 0.06% of gross invoice
amounts approved by CIT plus 0.005% for each 30-day period such invoices were outstanding, subject 10 a
minimum fee per calendar quarter of $45,000. Subsequent 1o this agreement through December 2004, our
cash flow was derived from the proceeds from sales of Syntax common stock to Kolin, which totuled
- $2,800,000 through December 31, 2004, sales of Syntax common stock to other partics as well as COD siles
to customers not assumed by CIT. In’ Dcccmbcr 2004, we entered into a bank line of credit descnbed below
which altered the terms of this agreement.
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On December 10, 2004, we entered into a Business Loan Agreement for a credit: facility with Preferred
Bank. The terms of thls agreement, as amended, are as follows ‘
. (1) the aggregate facility is $28,000,000 and (2) the Borrowmg Base is the lesser of $28,000,000 or
the sum of 80% of the accounts approved and assigned to CIT plus 40% of ellglblc inventory, up to a
. maximum of $12,000,000, w1th the following limitations: .

(a) $18,0‘00,000 limaitation for the issuance of letters of credit not subject to the borroyvihg
base; T . ALt

a0t ) ¥

- (b) $5,000,000 for trust receipts and acceptances up to 90 days subject to the borrowmg base;

(c) $10, 000 000 for trust recc1pts and gcneral workmg capltal for up to 60 days Sl.lbjCCt to the
borrowing base; . .

N

(d) The amounts in (a) plus (b) shall not exceed $18,000,000;
(e) The amounts in (a) plus (b) plus (c) shall not exceed $28, 000 000; and
(f) Interest to be charged at Preferred Bank’s prime rate (8. 25% at June 30, 2006) plus 50%

Accounts receivable eligible to be included in the Borrowing Base include amounts assigned to CIT in
accordance with the CIT Agreement. Additional requirements of this credit facility are that we maintain our
primary operating accounts at Preferred Bank and. that we maintain positive annual taxable net income and
submit quarterly internal ﬁnancnal statements within 60 days.of the end of each quarter and audited annual
financial statemnents within 120 days. of the.end of the fiscal year.

: PO P . : . - N . . ' -
. We did not maintain positive taxable income for.the year ended June 30, 2006 and have obtained a waiver
from Preferred Bank relating to this covenant. -
‘ S . . ;
This busmess loan is pcrsonally guarantced jointly ¢ and severally up to a max1mum of $18 000, 000 by thc
following individuals: James Ching Hua Li, our current President and Chief Operating Officer and a director;
Thomas Man Kit Chow, our current Chief Procurement Officer and a director; Roger Kao, a Vice President
of Kolin; and Michael Chan, our current Executlve Vice President — Opcratlons
In addition, Kolin agreed to prov1dc to Preferred Bank'a $10 000 000 standby letter of credit on terms
acceptable to Preferred Bank from Hsinchu Intcrnanonal Bank, the bank used by Kolin for its financmg, as
addmonal securlty for this’ fac1l1ty ' : , K
This business loan cxplrcs on October'5; 2006: Upon maturity, the entlre unpa1d pnnc1pal balancc and all
unpaid accrued interest will become due and payable in full. -
In addition, at June 30, 2006, we owed Preferred Bank a short-term loan in the amount of $11.8 mllhon
which is due on January 5, 2007. Interest is charged at Preferred Bank’s prime rate (8. 25% at June 30, 2006)
plus .50%, and the loan is secured by a Kolin dcposnt account at Preferred Bank.,

- - R
] P . . - . . R
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Aggregate Cm_ltractual Obligations and Commercial Commitments S

The following table lists our contractual commitments as of june 30, 2006 (in thousands):

S o : : : Payments Due by Period
, . Less . .
Than “1-3 4-5 More Than
Total 1 Year Years Years 5 Yoars'

Long-term debt ... ..ot e $ 6,393 — 6393 — —-
Interest payments on long-termdebt................. $ 949 494 455 - -
Loans payable —bank................. ... ... ..., $30,800 30,800 — — —-
Redeemable convertible preferred stock redemptions ... $15000 7,500 7,500 — —-
Redeemable convertible preferred stock dividends. ... .. $ 938 806 132 — —
Facilities leases. . ................. e $ 4121 1,400 2721 — -
Purchase orders .........o.ceinrnnininviannnennn, $97,379 97,379 - - —-
Advertising commitments ......... ... ......... e $11,760 _11,760 "= — -

Investment commitments .. ..........cviiinrnnan., $ 530 530 — — —

Off-Balance Sheet Arrangements

© We¢ do not have any off-balance sheet arrangements.

i - -

Impact of Recently Issued Standards

In March 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 156, “Acccunt-
ing for Servicing of Financial Assets — an amendment of FASB Statement No. 140,” that provides guidance
on accounting for separately recognized servicing assets and servicing labilities. In accordance with the
provisions of SFAS No. 156, separately recognized servicing assets and servicing liabilities must be initially
measured at' fair value, if applicable. Subsequent to initial recognition, the company may use ecither the
amortization method or the fair value measurement method to account for servicing assets and serviging
liabilities within the scope of this Statement. SFAS No. 156 is effective as of the beginning of an entity’s fiscal
year that begins after September 15, 2006. We will adopt SFAS No. 156 in our fiscal year beginning July 1,
2007. The adoption of this'Statement is not expected to have a material ‘effect on our consolidated financial
statements. ' ' o B '

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial
Instruments — an amendment of FASB Statements No. 133 and 140,” to permit fair value remeasurernent
for any hybrid financial instrument that contains an embedded derivative that otherwise would require
bifurcation in accordance with the provisions of SEAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities.” SFAS No. 155 is effective for all financial instruments acquired, issued, or subject to a
remeasurement event occurring after the beginning of an entity’s fiscal year that begins after September- 15,
2006. We will adopt SFAS No. 155 in our fiscal year beginning July 1, 2007. The adoption of this Statement is
not expected to have a material effect on our consolidated financial statements.

~ ‘In April 2006, the FASB issued FASB Staff Position (“FSP”) FIN 46(R)-6, “Determining thie
Variability to Be Considered in Applying FASB Interpretation No. 46(R)”, that will' become effective
beginning July 2006. FSP FIN No. 46(R)-6 clarifies that the variability to be considered in applying
Interpretation 46 (R) shail be based on an analysis of the design of the variable interest entity. The adopticn of
this FSP is not expected to have a material effect on our consolidated financial statement,

Effective July 1, 2003, we adopted SFAS No. 154, “Accounting Changes and Error Corrections — a
replacement of APB Opinion No. 20 and FASB Statement No. 3. SFAS No. 154 changed the requiremsnts
for the accounting for and reporting of a voluntary change in accounting principle. The adoption of this
Statement did not affect our consolidated financial statements in the period of adoption. Its effects on future
periods will depend on the nature and significance of any future accounting changes subject to this statement.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk
Derivative Financial Instruments, Other Financial Instruments, and Derivative Commodity Instrument_s

At June 30, 2006, we did not participate in any derivative ﬁnancna! instruments or other ﬁnancml or
commodity instrurhents for which fair value disclosure would be required under SFAS No 107. We hold no
investment secum]es thal would require dlsclosure of market risk. L ‘ '

Primary Market Risk Exposures

We are subject to market risk associated with changes in interest rates, foreign currency exchange rates,
credit risks, and our equity 1nvestments as discussed more fully below. In order to manage the volatility
relating to our more 51gn1ﬁcant market risks, we may enter into hedgmg arrangements We do’ not execute
transactions or hold derivativé financial instruments for speculatwe or tradmg purposes. We do not ant1c1pate
any material changes in our primary market risk exposures in fiscal 2007. '

Interest Rate Risk — At June 30, 2006, we had outstanding.loans.from Preferred Bank of approximately
$30.8 million. These loans bear interest at Preferred Bank’s prime rate {8.25% at June 30, 2006) plus .50%.

1

Foreign Currency Risk — We recorded. approximately $1.0 million of -revenue denominated in Canadian
dollars in fiscal 2006. We recorded no foreign currency.exchange loss in 2006.. - .. . -1, 1

Credit Risk - We are exposed to credit risk on accounts receivable through the ordinary course ‘of
business and we perform ongoing credit evaluations. Concentration of credit, risk w1th respect to accounts
receivable are limited due to the nature of our customer base. Weé currently believe our allowance for doubifil

accounts is sufficient to cover customer, credit risk. . . T S A S v

"-Equity Price Risk — We hold investments in capital stock of privately held companles 'We rccogmzc
impairment losses on our strategic investments when we determine that there has been a decline in the fair
value of the investment that is other-than-temporary. From inception through June 30, 2006 we have not
recorded any impairment losses on strategic investments. As of June ‘30, 2006, olrr strategic’ mvcstments had a
carrying value of $1.3 million, and we have determined that there was no impairment in these. 1nvestmcnts at
that date. We cannot assure you- that our mvestments will have the above- mentloned results, or that.we will
not lose all or any part of these investments

Ttem 8. Financial Statements and Supplementary Data

Reference is made to the financial statements, the notes thereto, and the report thereon, commencing on
page F-1 of this report, which financial statements, notes, and, report are- incorporated herein by reference. -

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosiire .

".Not applicable.. -+ - G,
Item 9A. Controls and Procedures T ST -

We have evaluated, with the participation of our Chief Executive Officer and Chief Financial Ofﬁcer the .
effectiveness of our disclosure controls and procedures as of June 30, 2006. Based on this evaluation, our Chief
Executive Officer and Chief Financial Officer have each concluded that our disclosure controls and -
procedures are effective to ensure that we record, process, summarize, and rcport information required to be
disclosed by us in our quarterly rcports ﬁlcd under the Securities Exchange Act within the’ time periods
specified by the Securities and Exchange Cobmmission’s rulés and forms. There was no éhange in our internal
control over financial reporting during our most recent fiscal’ quarter that has: matenally affected, or'is
reasonably likely to materially affect, our-internal control over financial reportmg TS I oI

Ttem 9B. Other Information. P

e

Not applicable. - : : VR K e v L
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PARTIII . e

Item 10." Directors and Executive Officers of the Registrant '

" The information required by thls Item relatmg to our directors is mcorporated hcrcm by refcrence to the
definitive Proxy Statement to bé filed pursuant to Regulation 14A of the Exchange Act for our 2006 Ar.nual
Mecting of Stockholders. The information required by this Item relating to our executive officers is included
in Item 1. “Business — Executive Officers™ of this report.

Item 11. Executive Compensation:

. The 1nformatlon requlrcd by this Item is 1ncorporated herein by refcrcncc to the definitive Froxy
Statement to bc filed pursuant to’ Regulation 14A, of the Exchange Act for our 2006 Annual Meetirg of
Stockholders. ..
Item 12. * Security Ownership of Certain. Benefi cial Owners and Management and Related Stockholder

“t Marrers AP .

" The information required By this: [tem is incorporated herein by rcfcrencc to the dcfinitiv'c Proxy
Statement to be filed pursuant to Regulation 14A of the Exchange Act for our 2006 Annua! Meeting of
Stockholders. ,

it_em,_l_.’i. . Certain Relationships &m‘l I_i'glaied T ran&action; ‘

The information required by this Item is incorporated herein by reference to the definitive Proxy
Statement tp be filed pursuant to Regulation 14A of the Exchange Act for our 2006 Annual Meeting of
Stockholders e )

. . o L. ]

*

Item 14. 'Priﬁciﬁal Acéaunta}zt Fees and Services.

_ The information requlred by this Item is incorporated herein by reference to the definitive Proxy
Statemerit to be filed pursuant‘to” “Regulation 14A of the Exchange Act for .our 2006 Armual Meeting of
Stockholders.

PART IV

. . e

Item 15. Exhibit and Financial Statement Schedules
(a) Financial Statements and Financial Statement Schedules . ‘

‘ (1) Financial Statements are listed in the Index to Financial Statements on page F-1 of this report
(2) See Index to Financial Statements for financial statement schcdules S

(b), Exhibits

Exhibit T ,. o . ; . ' ) i
Number tei o - Exhlblt
T - .

2_ Master Separation and Dlstnbutlon Agreement(l)

2.1  Agreement and Plan of Rcorgamzatlon dated as of July 12, 2005, by and among the Reglstrant
BRMC Corporation, and Syntax Groups Corporatlon (2)

30 Cemﬁcate of Incorporation of the Registrant(3) -

32 Certificate of Designation of Scries A Junior Pammpatmg Preferred Stock(l)
3.3 Bylaws of the Registrant(3)

34  Certificate of Designation of 6% Redeemable Convertible Preferred Stock(4)
3.5 Certificate of Amendment to Certificate of Incorporation of the Registrant(5)
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Exhibit
Number
-4.1
42

LRI

43"
- Gamma Opportunity Capital Partners LP, Enable Growth Partners LP, Enable Opportunlty Partners

44
45,

4.6

Exhibit
Specimen of Common Stock Certificate (6) , . s,
Rights Agreement between the Registrant: and Thc Bank of New York, as Rights Agent 1nclud1ng

‘Form of Right Certificate(1) : ' o

Form of Amended and Restated 7% Convertible Debenture due Aptil 20, 2008, cxccuted in favor of

LP, Bushido Capital Master Fund LP, and SRG Capital LLC(7)

Form of Amended and Restated Warrant issued to Gamma Opportunity Capital Partners LP Enable
Growth Partners LP, Enable Opportunity Partners LP, Bushido Capital Master Fund LP, SRG

- Capital LLC, and Regenmacher Holdings Ltd.(7)
..Registration Rights Agreement, dated as of April 18, 2005 by and among the chlstrant Gamma

Opportunity Capital Partners, LP, Enable Growth Partners, LP, Enable Opportunity Partners, LP,
Bushido Capital Master Fund LP, SRG Capital LLC, and Regenmacher Holdings Ltd.(8)

. Registration Rights Agreement, dated as of July 12, 2005, by and among the Registrant, Enable

Growth Partners LP, Enable Opportunity Partners LP, Bushido Capital Master Fund LP, SRG
Capital LLC, Gryphon Master Fund, L.P., GSSF Master Fund, L. P and Regenmacher Holdings

CLd(7)

Form of 4% Convertible Debenture duc July 12, 2008, in favor of Enable Growth Partners, LP,
Enable Opportunity Partners P, Bushido Capital' Master Fund LP, SRG Capllal LLC Gryphon

- Master Fund, L:P.; and GSSF Master Fund, L.P.(7) » . Y

4.10
4.11
4.12
4.13
4.14

4.15
4.16

4.17

10.1
10.2
10.3
104
10:5
10.6
10.7
10.8
10.9

Form of Warrant issued on July 12, 2005 to Enable Growth Partners, L:P, Enable Opportumty.
Partners LP, Bushido Capital Master Fund LP, SRG Capital LLC, Gryphon Master Fund, L.P.,
GSSF Master Fund, L.P., and Regenmacher Holdings Ltd.(7) .

9% Senior Secured Debenture Due July 12, 2008, in favor of chénma‘chanoldings Ltd.(7)

Junior Secured Subordmated Note due Septcmber 16 2008 in favor of Syntax Groups Corpora-
tion(9) - :

Form of Warrant to be issued to Syntax Groups Corporation in connection wnth the Note and

. Warrant Purchase Agreement forming Exhibit 10.34(9)
- Amendment No. 1 to Rights Agreement, dated as of November 8, 2005, bctwccn the Registrant and

The Bank of New York, as Rights Agent{10)

Form of warrant issued in connectlon with thc Securities Purchase Agrecmcnl forming Ex-
hibit 10.36. (4)

Registration Rights Agreement, dated as of Dccember 29, 2005 by and among the chlstrant and the
purchasers named therein. (4) .

Specimen of 6% Redeemable Convertible Preferred Stock Ccrtiﬁcate(ll)

Warrant issued in connection with the Sccuntlcs Purchase Agreement constltunng Ex-
hibit 10.42.(12) :

Registration Rights Agreement, datcd as of March 29, 2006, between the Registrant and Taiwan
Kolin Co. Ltd.(12) - . .

Assignment and Assumption Agreement(})

Intellectual Property Agreement(1)

Tax Sharing Agreement(1)

First Amended and Restated Real Property Sublcase Agrecment(lB)
Transition Services Agreement (1)

2003 Incentive Compensanon Plan(14)
Profit Sharing/401(k) Plan(1)

2003 Employee Stock Purchase Plan(15)
Form of Indemnity Agreement for directors and executive officers(3)

t

- Lt
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Exhibit
Number

10.10

10.11

10.12
10.13
10.14

10.15

1016

10.17
10.18
10.19
10.20

10.21
10.22

10.23

10.24

10.25
10.26
10:27
10.28
10.29
10.30
10.3]

10.32

10.33

10.34

10.35

Exhibit .
Amendment No. 1 to the First Amended and Restated Real Property Sublease Agreement between
the Registrant and Three-Five Systems, Inc.(16)

Share Purchase Agreement dated as of December 10, 2004, by and between the Reglstrant ancl JDS
Uniphase Corporation(17) . ]

Non-Exclusive License Agreement dated as of December 10, 2004 by and between the: Regl strant
and JDS Uniphase Corporation(17)}** :

Letter Agreement dated as of December 10, 2004, by and bctween the Reglstrant and J DS Uniphase
Corporation(17)** .

Equipment Loan Agreement dated as of December 10, 2004 by and between the chlstrant and| J DS

"Uniphase Corporation{17)** : :

Restricted Stock Unit Agreement dated February 2005 by and between the Reglstranl and Vincent F,
Sollitto, Jr. (18) ‘

Restricted Stock Unit Agreement dated February 2005 by and between the Registrant and Wayne A,
Pratt( 18) :

Restricted Stock Unit Agreement dated February 2005 by and between the Registrant and Rob' L.
Mclcher(lS) L.

Second Amended and Restated Real Propert) Sublease Agreement(19)

Securities Purchase Agreement dated as of April 18, 2005, by and among the Reglstrant Gamma
Opportunity Capital Partners, LP, Enable Growth Partners, LP, Enable Opportunity Partners, LP,
Bushido Capital Master Fund LP, and SRG Capital LLC(8)

Securities Purchase Agreement,.dated: as- of Apnl 18, 2005, by and between the Registrani: and
Regenmacher Holdings Lid.(8) , .

9% Senior Secured Debenture Due April 18, 2008 in favor of Regenmacher Holdings Lid.(8}

Security Agreement, dated as of April 18, 2008, by and between the Registrant and Regenmacher
Holdings Lid.(8) .

Voting and Lock-Up Agreement, dated as of J uly 12, 20035, by and among the Reglstrant Tzu Plng
Ho, Man Kit Chow, Lily Lau, Taiwan Kolin Company Limited, Lin-Li Wu, Chmg Hua Li, and
Michael Chan(2) .

Stockholders’ Voting Agreement, dated as of Ju]y 12, 2005, by and among the Reglstrant Vincent
Sollitto, Wayne Pratt, Ching Hua Li, Man Kit Chow, Roger Kao, Tzu Ping Ho, Lily Lay Taiwan
Kolin Company Limited, Lin-Li Wu, and Michael Chan(2)

Employment Agreement by and between the Registrant and Vincent Solhtto(E)
Employment Agreement by and between the Registrant and Wayne Pratt(2).
Employment. Agreement by and between the Registrant and James Li(2)
Employment Agreement by and between the Registrant and Thomas Chow(2)

vk

Employment Agreement by and between the Registrant and Michael Chan(2)
Employment Agreement by and between the Registrant and Robert Melcher(2)

Amendment, Extension and Waiver Agreement dated July 12, 2005, between the Reglstranl -and
Regenmacher Holdings Ltd.(7) .

Agreement to Amend Debentures and Warrants dated July 12, 2005, among the Reglstrant Gamma
Opportunity Capital Partners, LP, Enable Growth Partners LP, Enable Opportunity Partners LP,
Bushido Capital Master Fund LP, and SRG Capital LLP(7)

Securities Purchase Agreement, dated as of July 12, 2005, by and among the Reglstrant Enable
Growth Partners LP, Enable Opportunity Partners LP, Bushido Capital Master Fund LP, aRG
Capital LLC, Gryphon Master Fund, L.P., and GSSF Master Fund, L.P.(7) :

Note and Warrant Purchase Agreement dated September 16, 2005, between the Reglslrant-and
Syntax Groups Corporation{9) . .

Security Agreemeént dated September 16, 2003, betwcen the Registrant and Syntax Groups Corpora-
tion(9)
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Exhibit .

Number- = - Exhibit' " e RN
10. 36 Securities Purchase Agreement, dated as of Decembcr 28 2005 dmong the Reglstrant and thc
' purchaser$ named therein(4)
10.37 Syntax Groups Corporation 2005 Stock Incentive Plan 2005 Deferred and Restricted Stock Plan(20)
10.38 ' Business Loan and Security Agrccmcnl dated as of Septembcr 28, 2005 among Prel'crrcd Bank,
Syntax Groups Corporation, and Syntax Corporation(1 l)
10.39 Changc in Terms Agreement dated as of Dccember 14, 2005 among Prefcrrcd Bank, Symax Groups
Corporation, and Syntax Corporatlon(ll) SRR Lo "t
10.40« .Second Amendment to Business ‘Loan-and -Security Agreement dated as of January 31, 2006 among
: Preferred Bank, Syntax Groups Corporation, and Syntax Corporationi(11) - L
10.41 Form.of Continuing Guaranty entered into in connection with Exhibit.10.40, and schedule listing
- signatories(11) . : o Yoo . ‘
10.42 .Securities Purchase Agreement, dated as of March 29, 2006 between the Registrant and Taiwan
Kolin Co. Ltd. (12) e e e Lo
21 Subsidiaries* '
23.1  Consent of Grobstein, Horwath & Company LLP* . o o ~o
311 Ccruﬁcanon of Chief Executlvc Officer pursuanl to Rule’ l3a-l4(a)/15d 14(3)*
312 Centification of Chief Financial Ofﬁcer pursuant to Rule 13a-14(a)/15d-14(a)*
32.1  Section 1350 Certification of Chief Executive Officer*
322 Section 1350 Certification of Chief Financial Officer*
(1) Incorporated by reference to the Registration Statement on Form 10/A (Amendment No. 4) as filed
with the SEC on September 3, 2003.
(2) Incorporated by reference to the Registrant’s Current Report on Form §-K dated July 12, 2005, as filed
with the SEC on July 18, 2005,
(3} Incorporated by reference to the Registration Statement on Form 10/A (Amendment No. 1) as filed
with the SEC on June 27, 2003. ) '
(4) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated December 28, 2005, as
filed with the SEC on January 3, 2006.
(5) Incorporated by reference 1o the Registrant’s Current Report on Form 8-K dated March 17, 2006, as
filed with the SEC on March 21, 2006. .
(6) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated November 30, 2005,
as filed with the SEC on December 6, 2005.
(7) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated July 12, 2005, as filed
with the SEC on July 18, 2005.
(8) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated April 20, 2005, as filed
with the SEC on April 26, 2005. .
(%) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated September 16, 2005,
as filed with the SEC on September 22, 2005,
(10) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated November 8, 2003, as
filed with the SEC on November 10, 2005.
(11) Incorporated by reference to the Registrant’s Form 10-Q for the quarterly period ended December 31,
2005, as filed with the SEC on February 21, 2006.
(12) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated March 29,-2006, as
filed with the SEC on April 3, 2006.
(13) Incorporated by reference to the Registrant’s Form 10-Q for the quarterly period ended June 30, 2004,

as filed with the SEC on August 12, 2004,
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(14} Incorporated by reference to the Registration Statement.on Form S-8 (Registration No. 333 10831;2) as
filed with the SEC on August 29, 2003.

(15) Incorporated by reference to the chlstranon Statement on Form S- 8 (chrstratlon No. 333- 108303) as
filed with the SEC on August 29, 2003.

(16) Incorporated by reference to the chlstrant s Form 10-Q for the quartcrly perlod cnded Septembor 30,
2004, as filed with the SEC on November 15, 2004, :

(17) Incorporated by reference to the Registrant’s Current Report on Form 8-K/A dated Decemb: r 10,
2004, as filed with the SEC on September 16, 2005. : .

{18) ' Incorporated by reference to the Registrant’ s Current Report on Form 8-K dated Fcbruary 28 2015, as
filed with the SEC on March 4, 2005.

(19) Incorporated by reference to ‘the Registrant’s Annual Report on' Form 10-K for thc ycar cnded
December 31, 2004, as filed with the SEC on March 31, 2005.

{20) Incorporated by reference to Exhibit 99.1 to the Registration Statement on Form S 8 (Regrstr -ation
No. 333-132479) as filed with the SEC on March 16, 2006, o

* Filed herewith.

**  Portions of this exhibit have been omitted pursuant to a conﬁdcntlal treatrent rcquest that was gra.ntcd
by the Securities and Exchange Commrsswn pursuant to Rule 24b-2 of thc Exchange Act.

.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchangc Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

1

SYNTAX-BRILLIAN CORPORATION

/s/ VINCENT F. SOLLITTO, JR.

. Vincent F. Sollitto, Jr.
Chairman and Chief Executive Officer

A

Date: October 20, 2006
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REPORT OF INDEPENDENT REGISTERED ACCOUNTING FIRM
To the Stockholders and Board of Directors B
Syntax-Brillian Corporation

* We have audited the accompanying consolidated balance sheets of Syntax-Brillian Corporation (the
“Company”) as of June 30, 2006 and 2005 and the. related consolidated statements of operations,
stockholders’ equity and cash ﬂows for each of the years in the three-year period ended June 30, 2006. “These
consolidated financial statements are the responsibility of the Company’s management. OQur rcsponslbllltw is to
express an opinion on’ these consolidatéd financial statements based on our audits. N

‘ 1

. We conducted our. audlts in accordance with the standards of the Public Company Accountmg Ove: 31ght
Board (United States). Those standards- require that we plan and perform the audits to obtain reasonable
assurance about t whether the consolldated ﬁnanaal statements are free of material misstatement. The
Company i is' not required to have, nor ‘were we cngaged to perform, an audit of its internal controls over
financial reporting. Qur audits included consideration of internal controls over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressiig an
opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly we express
no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall consolidated finzncial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Syntax-Brillian Corporation as of June 30, 2006 and 2002, and
the consolidated results of its operations and cash flows for each of the years in the three-year period ended
June 30, 2006 in conformity with accounting principles generally accepted in the United States of America.

H

/s/ Grobstein, Horwath & Company LLP
GROBSTEIN, HORWATH & COMPANY-LLP

Shcr;nan Qaks, California
September 8, 2006
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SYNTAX-BRILLIAN CORPORATION
CONSOLIDATED BALANCE SHEETS

June 30, June 30,
P o 2006 2005 °
{In thousands)
ASSETS
Current Assets: . S
Cash and cash equivalents . ............. e $ 7',375 $ 1,804
Accounts receivable and due from factor, net .............. e 50,829 15,573
Inventories, net ... ... e e, 13,151 15,139
Deposit with Kolin ‘(a related party) .......................... R A 5,067 . 847
Deferred income taxes, current portion .. ....... ... ... .. iiiiiiiiiiaa.. - 2,666, 2,060
Other CUITENL @58E18 . . . o oottt it e ittt r e n et et e et aanan 1,370: 925
_Totalcurréntassets...................:....\...' ........... S _ 80,458' '36,348
' Property, plant and equipment, net......................... e - 16,703 .- 816
TRVESIIEIIS « . .. ottt ittt ittt ae e i o 1,307 424
Intangible assets, net ............... [ [P 20,737 -
GoodWill. . ... e P . 6,990 —
Other assets ............ B e 1,461 46
Total ASSES ... ... .orereree e e Ceeeeiooolo.. $127,656 ¢ $37.634
LIABILITIES AND STOCKHOLDERS’ EQUITY *
Current Liabilities: '
Loans payable, bank . . ... ... .o $ 30,800 $12,049
Notes payable ... ...t e - 650 461
Accounts payable .. ... ... it 3,924 9,287
Accrued rebates payable. . ... < 4,043 1,382
Deferred WAITANTY FEVEIMUE . . .o e \v vttt et s ane s e aeeeere e aeanernenenane 4,551 1,995
Income taxes payable ....... ..o i 96 1,510
Other current liabilities . . ... i e e 5,540 2,667
Current portion of redeemable convertible preferred stock .................... 3,432 —
Total Current Liabilities. . ... ... ... e 53,036 29,351
Long-term debt (net of $2,635 discount} .................... .. ... . 3,758 —
Redeemable convertible preferred stock (net of $8,137 discount) ................ 3,432 —
Deferred IMCOME 1aXeS ... o0ttt e e e e 2,628 49
Stockholders’ Equity:
Common stock, $.001 par value; 120,000,000 and 60,000,000 shares authorized,
48,845,912 and 32,156,950 shares issued at June 30, 2006 and 2005,
respectively. ... ... i e 45 7
Additional paid-in capital........ .. ... e 84,489 9,084
Accumulated deficit . ... ... ... e (19,736) (857)
Total stockholders’ equity. ... ... .o s 64,802 8,234
Total Liabilities and Stockholders’ Equity .. ........... ... . ... U $127,656 -$37,634

The accompanying notes are an integral part of these consolidated financial statements.
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SYNTAX-BRILLIAN CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

LI U

Years Ended June .30,

The accompanying notes are an iritegral part of these consolidated financial statements.

F-4

2006 2085 2004
{In thousands, except per share data)
Netsales . ...t e e $192,990  $82,586  $30,616
Costof sales .. ... . . . . . e 169,096 71,825 28,351
T 23,894 16,761 2,265
Opérating expenses: . | _ | T o
Selling, distribution, and marketing .................... ... ..., e . 8,320, 2,801 1842
« General and, administrative ....... ... ... e 18,123 7,616, = 2,167
- Research and development ...................... e 4416 . — —
- | 30859 10417 . 3,009
Operating income (loss) ... . i e (6,965) L3440 5 (744)
Other income (expense): R
Interest, met .= ... ......ovii .t T e e e (11,914) - (326) " (217)
Other income (expense) .................. e e — 43 S
' ’ (11914 (289" 21D
Income (loss) b.e—fore INCOME LAXES: ... ...ttt aens (18,879) "61 (961)
Income tax benefit (expense) ............ R e — (78) 356
Net 1SS .. e e $(18,879y $  (17) $ (605)
Loss-per common share: e
Basic and'diluted......... e -3 (46) § (000) '$ (02)
VYcightcd average number of common shares: . ) . " :_ " “ .
Basic and di‘lutcd .............. L R RE RNy 40,978 ‘ 30,013 . 25,571
T
! i
P g
1
e I
. ¥ . , ‘
i, f
. b




SYNTAX-BRILLIAN CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
For the Years Ended June, 2006, 2005, and 2004

Balance at June 30, 2003 .. ...." ...

Net transfers from TFS prier to spin-

off
Initial capitalization at spin-off
Stock options exercised and
~, restricted stock grants ... ... ... ..
Deferred compensation on employee
awards . ..t
Amortization of deferred
compensation
Employee stock purchase plan shares
issued
Common stock offering............
Net loss of Syntax................
t Equity adjustment to conform to
Syntax presentatlon ...... [P

Balance at June 30, 2004 .. ... .....
Employee stock purchase plan shares
!,/ issued
Stock options exercised and

¢+ restricted stock grants . ..........
Conversmn of debt to equity
Deferred compensatlon on cmploycc
Sawards ... L.
‘Net.loss of Syntax..... W S
Equity adjustment to conform to

. Syntax presentation . ... .. e

Balance at June 30, 2005 .........
Shares issued to acquire Syntax. .. ..
Issnance of common stock .........
Conversion of debt to equity
, Conversion of preferred shares to
common shares
Shares issued.in offering to Kolin,
net of issuance costs '
Discount on preferred stock issuance
Shares issued upon option exercises
Restricted shares issued
Stock based compensation
+.Shares issued to pay interest
Shares issued for preferred stock
dividends......................
Shares issued pursuant to Employee
Stock Purchase Plan ... .........
Shares issued upon exercise of
‘+ warrants
Warrant issued for commission
Net'loss

Ba]ance at June 30,2006..........

o

Additional Total
Common Common Paid-In Deferred TFS Net  Accumulated  Stockholders'
Shares Issued Stock Capital Compensation Investment Deficit Equity
(Amounts in thousands except share.amounts), * « » ey
25 018 (235) 24,783
[ ) i, LT SRR TR AT N
(1 724) (1,724)
5,329,300 5 44,142 (23,294), 20,853
64932 130 ’ B ; 130
- 1;532 (1 532) 0 o MU 0
- : AR
o ¢ 267- n Cye 267
13,502 96 o " 96
1,500,000 2 11,967 B e, © 11,969
i S N 15} " (605)
. (56,449) 1,265 Torree (55,184)
6,907,734 7 1,418 0 = . 0 "'(840) - 4585
65292 . 275 c ., 275
* ot L Tt
24,999 2 . _ , L~ 22
74,483 173 , L5173
649" 7 649
C e (1) (17)
' + .]i ey M Lok + 3
7,196 (649 L ) 6,547
7072,508 7 9,084 0 0 (857). , - 8234
33,590,628 34 32,887 WA g, "3'2,921
2,153,780 2 4,200 -, . 4,202
1,631,294 2 4,052 " 4,054
, L I € '7'.\: , [N :
200,000 1,000 aoler . ~, 1,000,
¥ oo ) Y
3,000,000 3 14,730 s 14,733
11,572 - _ 11,572
76,703 150 - o 150
100,000 B T
4,360 : T 4,360
75,250 312 A T B 312
L Y RN L
186,664 564 ' R—
39,928 85 v s
. : \ T . Y
719,157 1 1,367 R - <o 01,368
126 S A HEE) 126'
. o : (18 379) (18,879)
48845912 49 84,489 07,7 0T (19736) 64802,

t

W
. +
% [ YT ' v

The accompanying notes are an integral part of these consolidated financial statements.
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SYNTAX-BRILLIAN CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Fiscal Years Ended June 30,

2005 2004

(In thousands)

$  (17) $-:(605)
18 .48
726 704
17 13
415 .. ——

(1,429) 1 * (430)

(11,518) (1,951)

2006
Cash Flows from Operﬂiing Activities:
Nt 1088 . oottt e e e $(18.879)
Adjustments to reconcile net income (loss) te net cash used in operating
activities: ,
Depreciation and amortization ......... ... i 2,474
Provision for inventory reserves. ...t i 2,876
Provision for doubtful accounts........ .. ... ... oo i il 49
Write-off of non-cash deferred offering costs ........................ — .
Amortization of debenture discount and offering costs ............. ... 5,303
Amortization of convertible preferred stock discount and costs ......... 3.781
Deferred inCOmE taXE5 . ... oottt e e —_
Stock compensation expense ............. S 4,360
Changes in assets and liahilities:
Increase in accounts receivable and due from factor .................. - (35,028)
Decrease (increase) in inventories ... ... e, 3,584
Increase in other current assets. . ......... ... .. ... .. i, (3,975)
Decrease (increase) inotherassets ............ ... ciiiiiiineeann. 69
Increase in accrued rebates payable .. ... ... ... ... oL 2,661
Increase in deferred warranty revenue . .............. . e 2,556
Increase (decrease) in income taxes payable ........................ (1,414)
Increase (decrease) in accounts payable ............................ (8,207)
Increase in other accrued liabilities .. ... ... .. . .. . i ia.. 1,007
Net cash used in operating activities ........... ... ... .o {38,783)
Cash Flows from lIovesting Activities:
Purchases of property, plant, and equipment........................... (6,823)
MeErgEr COSES . oottt ettt BTN .. (2,081)
Investment in joint venture ................ PP (B83)
Restricted cash . ... ..ttt e e e e —
Net cash used in investing activities ........... ... ............. (9,787}
Cash Flows from Financing Activities:
Proceeds of redeemable convertible preferred stock offering. . ............ 14,614
Proceeds of stock offering ........ ... .. ... . .o L. S 14,750
Stock issued pursuant to Employee Stock Purchase Plan ................ ' 85
Net proceeds from bank loans payable . ... ... ... ... ............ 18,786
. Proceeds from issuance of long-term debt and notes payable ............. . 850
. Repayments of long-term debt and notes payable ...................... (661)
Net transfers from Syntax Groups Corporation ................ . ... ..., 4,200 -
Warrants exercised .. ... ... ... e 1,367
Stock Options €Xercised .. .. ... ' 150
Net cash provided by financing activities ......................... 54,141
Net increase (decrease) in cash and cash equivalents..................... 5,571
Cash and cash equivalents, beginning of period ............... e 1,804
Cash and cash equivalents, end of period ...... ... ... ... ... L $ 7375
Supplemental Cash Flow Information:
Cash paid forinterest. ... .. . i e $ 1,953
Cash paid for income taxes . . ... ... e $ 1,645

The accompanying notes are an integral part of these consolidated financial
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(8,782) (6,516)
(1,522) 773
300 © 1,083
1,717 278
143 - 7
1,396 4,557
1,404 © 1,261
(15,571).  (712)
BI17) | (215)
500 ' (500)
(317) . (715)
12,049 . —
600 . .. 7,215
(2,977)  (5,984)
7,251 668
16923 1,899
1,035 472
769 297

$ 1,804 §. 769
$ 310 § 209
$ 70 § -

statements.




SYNTAX-BRILLIAN CORPORATION - '

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
" June 30, 2006, 2005, and 2004

Note A Organization: ‘ ! C ' N

We are a leading designer, developer, and distributor of high-definition televisions, or HDTVs, in liquid
crystal display, or LCD, and liquid crystal on silicon, or LCoS, formats. Our LCD HDTVs and our popular-
priced LCoS HDTVs are sold under our Olevia brand name, and our premlum large-screen, rear-projection
HDTVs, utilizing our proprictary LCoS microdisplay technology, are sold under our brand names and the
brand names of retailers, including high-end audio/video manufacturers, distributors of high-end consumer
electronics products, and consumer electronics retailers. Qur price-conscious Olevia product lines include flat
panel LCD models in diagonal sizes from 20 inches to 42 inches and our 65-inch Gen 1 LCoS rear projection
HDTV designed for the high-volume home entertainment market; our price-performance, full feature Olevia
“product line includes 42-inch and 47-inch high-end HDTYVs for the home entertainment and home theater
markets; and our Gen'11 LCoS rear prOJectlon 65-inch screen size HDTVs address the prcmlum audio/video
market We have established a virtual manufactunng model utilizing Asian sourced components and third-
party contract manufacturers and assemblers located in close proximity to our customers to assemble our
HDTVs. We also offer a broad line of LCoS microdisplay products and subsystems, including' LCoS imagers,
‘which original equipment manufacturers, or OEMs, can integrate into proprietary HDTV products, home
theater projectors, and néar-to-eye applications, such as head-mounted monocular or binocular headsets and
yicwers for industrial, medical, military, commercial, and consumer applications.

" On November 30,2005, we completed our merger with Syntax Groups Corporation, a ‘privately held
“California corporation (**Syntax”), whereby a wholly owned subsidiary of our company was merged with and
into Syntax and Syntax became a wholly owned subsidiary of our company (the “Merger”). As consideration
for the Merger, Syntax shareholders received 1.5379 shares of our common stock for each share of Syntax
common stock held by them on November 30, 2005 (the “Exchange Rate”). In the aggregate, shareholders of
Syntax received approximately 34.3 million shares of our common stock. The Exchange Rate was calculated
5o that former shareholders ‘of Syntax owned approximately 70% of the fully diluted shares of the combined
company at the closmg of the Merger. Therefore, the Merger has been accounted for as a reverse merger
wherein Syntax is deermied to be the acquiring entity from an accounting perspective. As such the historical
financial statements of Syntax became the ‘historical financial statements of the combined company upon
completlon of the Merger. Although Syntax is deemed ‘to be the acqulrcr for acounting purposes, in
accordance with accounting rules related to reverse meérgers, the Statements of Stockholders’ Equity reflect
the lcgal capital structure of Bnlhan and the accumulated deficit of Syntax.

Note B Summary of Slgmf‘ icant Accountmg Policies:

- -Basis of Presentation. The consolidated financial statements for the' year ended Junc 30, 2006 include
the financial' statements of Syntax-Brillian Corporation and its subsidiaries. All significant intercompany
transactions have been eliminated in consolidation. The financial statements presented for the years ended
- June 30, 2005 and 2004 consist of the financial statements of the Home and Personal Entertainment Business
of Syntax Groups Corporation. Pursuant to guidance provided by the Securities and Exchange Commission
with respect to circumstances when financial statements of entities other than a registrant ‘are required to be
included in filings with the Securities and Exchange Commiission; the accompanying financial statements
include the business component spun-off, i.e., only those assets, liabilities, revenues, and expenses directly
attributable to the company’s operations. The financial information for the years ended June 30, 2005 and
2004 herein is not necessarily indicative of what the’ financial position, results of operatlons and cash flows
. would have been had we operated as a stand-alone entity during those periods.

Use of Estimates. The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires us to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
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statements and the reported amounts of revenues and expenses during the reporting period. On an on-going
basis, we evaluate estimates and judgments, including those related [o revenue, accounts reccivable,
inventories, property and equipment, mtanglbles and goodwill, incomé ‘taxes, accrued rebates, and cor tingen-
cies. Estimates are based on historical experience and on various other assumptions that we believe reasonable
under the circumstances. The results form the basis for making judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results could dlffcr from those
estimates. ‘ . e . o '
. K . o . ' B . [N . .

Fair Value of F :’nanc;‘dl Instruments. The carrying amount of cash and cash equivalents, restricted cash,
accounts receivable, .due from factor, accounts payable, accrued liabilities, bank loan payable, notes payable,
current portion of long term debt, long term debt, and redeemable convertible preferred stock approximate fair
value. .

; Co . A A s o T
Reclassification. Cerlain amounts have been reclassified in 2005 to coqfo,r_r_n to lhc presentation in 2006.

Cash and Cash Equivalents. For purposes of the statements of cash flows; all highly liquid inves menls
with  an original maturity of three months or less are considered to be cash cquwalcms Our cash rc cclpls
associated with the business are transferred to dedicated acdounts owned by.us and ail disburscments are madc
from such accounts. All deposits to such accounts from ﬁnancmg and 1nvcstlng actlvmes relaled 0 our
bnsmess are included herein. . ' . '

Accounts Receivable/Due from Factor. 'We maintain an allowance for'doubtful accounts not assigied to
a factor and accounts assigned to factor with recourse for estimated losses resulting from the inability of
customers to make required payments. We determine the adequacy of this allowance by regularly evalnating
lndmdual customer receivables and considering a customer’s financial condition, credit history, and current
economic conditions. If the financial condition of a customer were to deteriorate, additional allowances could
be required. The balances in the allowance for doublful accounts were $394,000 and. $160 000 at June 30, 2006
and 2005, respectively. o : - v f -

M : . - l-'—’-

Inventories. We purchasc the majority of our LCD husmess producls as f” mshcd goods rcady to slup to
customers. All other products are purchased in major components that’ requlrc minimum assembly prior to
shipment to customers. Inventories at June 30, 2006 and 2005 for the LCD business are stated at the lower of
cost (moving average method) or net realizable value. Factory rebates ‘and other allowances applicatle to
product purchases are 'treated as a reduction in product cost. The majonty of our purchascs for the L'UOS
business are major components which are, stated at the lower of cost (first-in, ﬁrst out) or net rcallzcd value

4

Vendor Allowances. We currently receive two types of vendor allowances: volume rebates thai are
earned as a result of attaining certain purchase levels, and price protection which is earned based upor. the
impact of market prices on a monthly basis. We also obtain incentives for technical know how and miirket
development that are earned as result of monthly purchase levels. All vendor allowances are accrued as
earned, and those allowances received as a result of attaining certain purchase levels are accrued over the
incentive period based on estimates of purchases. We record the consideration received from a, vender in
accordance with EITF 02-16, “'Accounting by a Customer, (lncludmg a.Reseller) for Certain _Consnderatllon
Received from.a Vendor,” which states that consideration reccived from a vendor is presumed to be a
reduction of the prices of the vendor’s products or services and are rccorded asa reduction of the Cost of Sales
when recognized in our Statement of Operations. . . YL :

Proper:y and Equipment. We record our fnachmery, equipment, and office furmlurc at cosl and
depreciate them using the straight-line method over.the estimated useful lives.of the assets. We amortlze
leasehold improvements using the straight-line method over thc original term of the lease or the uscful hfn. of
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the improvement, which ever is shorter. We depreciate our property and equipment usmg the following
estimated useful lives:

Years

Mac_hinekry and EQUIPIMENT L ..o e i 3—5
Office furniture and fixtures ......... e T e
Building improvements ........... PRSI i PN IR

We capitalize major additions and betterments and charge replacements, maintenance, and repairs that
do not extend the useful lives of the assets to operations as incurred.

Capitalized Software ‘Costs. We capitalize certain costs related to the acquisition of software and
amortize these costs using the straxght -line method over the estimated useful life of the software which is
three years. "

Goodwill and Imtangibles. We record goodwill as the difference, if any, between the aggregate
consideration paid for an acquisition and the fair value of the net tangible and intangible assets acquired. Gur
intangible assets include trade marks, trade names, and patented technologies which were recorded at fair
value on the merger daté. Intanglble assets are amortized using the straight-line method over the estimated
useful life of the assets.’

Investments. We account for our investments in which we have less than a 20% interest ai cost, and
annually review such investments for impairment. We account for our investments in which we have a greater
than 20% but less than 50% ownership interest and for which we do not have the ability to exercise control
under the equity method. :

Impairment of Long-Lived Assets. We review long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount of any asset may not be recoverable. We recognize
an impairment loss when the estimated undiscounted future cash flows expected to result from the use of the
asset and its eventual disposition is less than the carrying amount.

Deferred Income Taxes. We recognize deferred tax assets and liabilities for temporary differences
between the financial reporting basis and the tax basis of our assets and liabilities along with net operating loss
and credit carryforwards, if it is more likely than not that the tax benefits will be realized. To the extent a
deferred tax asset cannot be recognized, a valuation allowance is established if necessary. '

Warranties. We typically warrant our products against defects in material and workmanshlp fora penod
of one year from purchase with on site service provided for certain of our products. As of June 30, 2004, we
entered into an agreement with Kelin for reimbursement of the cost of our warranty expenses for units sold.
We record these reimbursements from Kolin first as a reduction to the third party warranty costs, with the
excess reimbursement amortized over a 12-month period and applied as a credit to cost of sales for units which
have shipped to customers. We record reimbursements received from Kolin for units which have not been
shipped to customers as deferred warranty revenue (See Note C, Related Party Transactions). i

Stock-Based Compensation. On July 1, 2005, we adopted SFAS No. 123 (revised 2004), “Share-Based
Payment” (“SFAS 123R”). SFAS 123R requires us to recognize expense related to the estimated fair value
of stock-based compensation awards. We elected to use the modified prospective transition method as
permitted by SFAS 123R and therefore have not restated our financia! results for prior periods. Under this
transition method, stock-based compensation expense for the year ended June 30, 2006 includes compensation
expense for all stock-based compensation awards granted prior to, but not vested as of July 1, 2005, based on
the grant date fair value estimated in accordance with the original provisions of SFAS No. 123, “Accounting
for. Stock-Based Compensation” (“SFAF 123"). Stock:-based compensation expense for all stock-based
awards granted subsequent to July 1, 2005 was based on the grant date fair value estimated in accordance with
the provisions of SFAS 123R. Stock options are granted to employees at exercise prices equal to the fair
market value of our stock at the dates of grant. We recognize the stock-based compensation expense ratably
over the requisite service periods, which is generally the option vesting term of twelve to fifty months. All
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stock options have a term-of 10 years. Stock-based compensation expense for.the year ended June 20, 2006
was $4.4 million, There was no stock-based compensation in the fiscal years ended June 30, 2005 and 2004.

Revenue Recognition. We recognize revenue from product sales, net of estimated returns, when
persuasive evidence of a sale exists; that is, a product is shipped under an agreement with a customer; risk of
loss and title has passed to the customer; the fee is fixed or determinable; and collection’ of the rzsulting
receivable is reasonably assured. We estimate the liability for sales returns based upon historical experience of
return levels. We record estimated reductions to revenue for customer and distributor programs and incentive
offerings, including price markdowns, promotions, other volume-based incentives and expected returns. Future
market conditions and product transitions may require us to take actions to increase customer incentive
offerings, possibly resulting in an incremental reduction of revenue at the time the incentive is offered.
Additionally, certain incentive programs require us 10 estimate based on industry experience the nuraber of
customers that will actually redeem the incentive. We also record estimated reductions to revenue for ¢ad user
rebate programs, returns, and costs related to warranty services in excess of reimbursements from our principal
manufacturer based on historical experience. It is at least reasonably possible that the estimates used will
change within the next year,

. Shipping and Handling Costs. We include shipping and handling related to our purchases of LCD-TV
products from our principal manufacturer in the purchase price; therefore, there were no such costs recorded
for the years ended June 30, 2006, 2005, and 2004. We include shipping and handling costs associated with
freight out to customers in cost of sales. Shipping and handling charges to customers are included in sales.

Advertising Costs. We record advertising costs, which include cooperative advertising, media advertising
and preduction costs, as selling, distribution and marketing expenses in the period in which the advertising first
takes place. During the years ended June 30, 2006, 2005 and 2004, we mcurrcd $5.3 million, $1.7 millicn, and
$513,000 of advertlsmg costs; respectively.

Segment Reporting. Statement of Financi;il Accounting Standards No. 131 (“SFAS 1317), “Disclo-
sure about Segments of an Enterprise and Related Information” requires use of the “management approach”
model for segment reporting. The management approach model is based on the way a company’s manag:ment
organizes segments within the company for making opcratmg decisions and assessing performance. Repcriable
segments are based on products and services, geography, legal structure, management structure, or any other
manner in which management disaggregates a company. We have two business segments for rcportlng
purposcs LCD and LCOS.

Recent Accounting Pronouncements. In March 2006, the Financial Accounting Standards Board
(“FASB”) issued SFAS No. 156, “Accounting for Scrvicing of Financial Assets — an amendment of IF'ASB
Statement No. 140,” that provides guidance on accounting for separately recognized servicing assets and
servicing liabilities. In accordance with the provisions of SFAS No. 156, separately recognized servicing .1ssets
and servicing liabilities must be initially measured at fair value, if applicable. Subsequent to initial recogr ition,
the company may use either the amortization method or the fair value measurement method to accou:t for
servicing assets and servicing liabilities within the scope of this Staternent. SFAS No. 156 is effective as of the
beginning of an entity’s fiscal year that begins after September 15, 2006. We will adopt SFAS No. 156 in
fiscal year beginning July 1, 2007. The adoption of this Statement is not expected to have a material effect on
our consolidated financtal statements.

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial
Instruments -—— an amendment of FASB Statements No. 133 and 140,” to permit fair value remeasure ment
for any hybrid financial instrument that contains an embedded derivative that otherwise would rejuire
bifurcation in accordance with the provisions of SFAS No. 133; “Accounting for Derivative Instruments: and
Hedging Activities.” SFAS No. 155 is effective for all financial instruments acquired, issued, or subject to a
remeasurement event occurring after the beginning of an entity’s fiscal year that begins after September 15,
2006. We will adopt SFAS No. 155 in our fiscal year beginning July 1, 2007. The adoptlon of this Statement is
not ¢xpected to have a material effect on our consolidated financial statements.
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In April 2006, the FASB issued FASB Staff Position (“FSP”} FIN 46(R)-6, “Determining the
! Variability to Be Considered in Applying FASB Interpretation No. 46(R),” that will become effective
beginning July 2006. FSP FIN No. 46(R)-6 clarifies that the variability to be considered in applying
Interpretation 46(R) shall be based on an analysis of the design of the variable interest entity. The adoption of
this FSP is not expected to have a material effect on our consolidated financial statement.

Effective July 1, 2005, we adopted SFAS No. 154, “Accounting Changes and Error Corrections — a
replacement of APB Opinion No. 20 and FASB Statement No. 3.” SFAS No. 154 changed the requirements
for the accounting for and reporting of a voluntary change in accounting principle. The adoption of this
Statement did not affect our consolidated financial statements in the period of adoption. Its effects on future
periods will depend on the nature and significance of any future accounting changes subject to this statement.

Note C Related Party Transactions:

Qur primary supplier of LCD television products and components is Taiwan Kolin Co., Ltd. (“Kolin”).
Kolin and its subsidiary own approximately 12.5% of our common stock. We are currently and have
historically been significantly dependent upon Kolin as a supplier of products. Although we believe we could
obtain product from other sources, the loss of Kolin as a supplier conld have a material impact on our financial
condition and results of operations as the products that we currently purchase from Kolin may not be available
on the same terms from another supplier.

We reccive rebates from Kolin equal to 3% of purchases for providing technical know how to Kolin, 2.5%
for market development.funds, and volume incentive rebates up to 2.75% of purchases. These rebates are
issued by Kolin monthly based upon units shipped to us from Kolin. We record these rcbatcs as a reduction to
the price of the products purchased. These rebates are recorded upon receipt of the product and we allocate
these rebates to inventory and cost of sales based upon the proportlon of umts purchascd from Kolin that we
have sold to our customers and units still i in our inventory.

We agreed upon additional rebates for price protection of $61.0 million,"$27.9 million, and $1.3 million
representing 27.2%, 25.4%, and 13.5% of actual purchases, for the fiscal years ended June 30, 2006, 2005, and
2004, respectively. Price protection rebates were credited to cost of sales as these rebates related to products
purchased from Kolin that we had sold to our customers during the respective’ periods. In April 2005, we
entered into an agreement with Kolin whereby Kolin agreed that in no event shall the amount of price
protection to be issued to us for any calendar month be less than 18% of the amount invoiced by us to our
customers for such month. Accordingly, we record this 18% guaranteed price protection as a reduction in the
value of inventory purchased from Kolin and a corresponding reduction in the accounts payable balance to
Kolin. As of June 30, 2006, the amount of reduction in the value of inventory purchased from Kolin and the
corresponding reduction in accounts payable to Kolin was $2.1 miilion.

Kolin has agreed to reimburse us in varying amounts ranging from $10 to $100 per unit to cover the cost
of warranty expenses as well as our costs in administering the warranty program and for servicing units that
cannot be serviced by third-party warranty providers, Kolin provides these per unit reimbursements at the time
they ship products to us. We record these reimbursements from Kolin for units that we have sold to our
customers, first, as a reduction to the third-party warranty costs, with the excess reimbursement recorded as
deferred warranty revenue, a current liability, and amortized as a reduction in cost of sales over the succeeding
twelve-month period. We record warranty reimbursements we receive for units that we have ot sold to our
customers as deferred warranty revenue. As of June 30, 2006, deferred warranty revenue was $4.6 million.
Recognized warranty reimbursements that were recorded as a reduction in cost of sales totaled $4.8 mllllon
and $1.1 million for the years ended June 30, 2006 and 2005.
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The following table shows the amount of our transactions with Kolin for the years ended June 3), 2004,
2005 and 2006 (in thousands) :

Balance Sheet
Increase to  liicrease to

Increase - Deferred . Unearned
(Decrease) to  Warranty Trade
Tota! Purchases Cost of Sales Inventory Revenue Discount
Fiscal year ended June 30, 2004 . - ‘
Purchases.,......oooiiiinriiiin s $ 9359 § 335 $ 6,003 5 — =
Rebates, based on perccntage of purchases: . . . .
Market development. . ... e (244) (97) (147) - — =
Technical development................. (293) (116) ) — —
Volume incentive ..................... (157) (62) - (95) — L=
Excess warranty expense relmburscmcnts . (327) (49) — (278) —
Price protection’.. .. ........0............ (1,260 © (12600 = — - —.
Market development funds ............... (1,400) (33)  (512) — . (552)
Balance, June 30,2004 ., ;. .......... - § 5,679 1,435 $ 5,073 $ (278) 3(552)
Year ended June 30, 2005 ' . e
Purchases. ... $109,821 $ 93,303  $16,518 '} - —
Rebates, based on percentage of purchases: -, . : . - —
Market development................... ' (2,939) (2,508) (431) — —
Technical development........ P (3,527) (3,010) (517) - —.
Volume incentive ............0........ (3,247 (2,774) (474) — —
Excess warranty expense reimbursements . . . (3,173) (1,178)‘ — . (1,995) - —
Price protection......................... (27,910) (27,910) — — —
Price protection guaranteed midimum ...... (3612 - — _{3,612) — -
Net activity, fiscal year ended June 30, 2005 65,413 " 55,923 11,484 (1,995) —
Prior year bélances charged to cost of sales 5,073 5,073 — — —
Balance, June 30, 2005 ... ... Ve ' $ 70,486 $ 60,996 $11,484 $(1,995y  —
Year ended June 30, 2006 . . . ' o ,
Purchases .............................. $223,767 $210,846 . $12,921 s - —
Rebates, based on percentage of purchases : : —
Market development ... ........... . .., (6,247) (5,981) (266) — —
Technical know how................... (7,496) (7,177) (319) — —
Volume incentive ..............oooo... , (6,872) (6,579)  (293) - -
Excess warranty expense reimbursements ... , . (7,403) {4,847) - - (2,556) ' —
Price protection.................... s (60,953) {60,953) — — —
Price protection guaranteed minimum ...... - (2,144) — (2.144) - - =
Net activity, fiscal year ended June 30, 2006 132,652 125,309 9,809 (2,556) —
Prior year balances charged to cost of sales 17,203 17,203 — - =
~ Balance, June 30,2006 .............. $149,855 $142,512 $ 9,899 $(2,556) =

At June 30, 2006, Kolin had approximately $5.1 million'in deposits for TV purchases from us.

Beginning in May 2005 through September 2005, we purchased tuners and AV module components used -
in the assembly of LCD TV products from the Riking Group, 2 Hong Kong-based exporter and a related
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party. For the year ended June 30, 2006, purchases from Riking Group totaled $885,000. As of June 30, 2006,
we had a note payable of $200,000 to the Riking Group.

Riking USA, a U.S. based investment holding company, is owned by an officer of our company. At
June l30, 2006, we had a note payable to Riking USA of $200,000. '

Note D Accounts Receivable and Due from Factor

We have entered into an agreement with CIT Commercial Services (“CIT”) pursuant to which we have
assigned collection of all of our existing and future accounts receivable to CIT, subject to CIT’s approvai of
the account. The credit risk for all accounts approved by CIT is assumed by CIT. We have agreed to pay fees
to CIT of 0.06% of gross invoice amounts approved by CIT plus 0.005% for each thirty day period such
invoices are outstanding, subject to a minimum fee per calendar quarter of $45,000. We have entered into a
line of credit agreement with a bank which requires us to apply 60% of collections from CIT to reduce the
balance of outstanding borrowings under the line. Under the agreement with CIT, accounts assigned for which
CIT has assumed credit risk are referred to as “non-recourse” and accounts assigned for which CIT has not
- assumed credit risk are referred to as “recourse.”

, We do not assign certain of our accounts to CIT pnmanly because the accounts are outside of the
United States or because CIT has not approved the customer or the terms of sale to such customer or invoice
terms are not within the parameters acceptable to CIT.

. Accounts recewablc and duc from factor consisted of the following (m thousands)
: : - o ) " June 30, - June 30,

3 2006 2005
Due from factor, net ............ooiiiiin, R I c.... 817,049 8 8,553
Accounts receivable not 3551gncd to factor net .. T - 34097 7,180
Other receivables ... ... it i e et e et e 77 —

Allowance for doubtful accounts ............. ... ... e . {394) {160) .
‘ $50,829  §$15,573

.At June 30, 2006, the accounts receivable balance from one of our Asian customers totaled $27.5 million,
or 81% of the outstanding ba}ance of accounts that had not been assigned to CIT.

Note E Inventones, at net realizable value, consisted of the followmg (in thousands): )
‘ June 30, June 30,

2006 2005
" Raw materials. ............. PP el LT 32868 81429
- Woaork-in-process . ...... T e 425 ——
Finished goods .. ......... AT e N S 10,258 13,710

$13,151  $15,139

'

-« We write down inventories for estimated obsolescence and to the lower.of cost or market. These write-
downs are based on assumptions about future demand and market conditions. If actual market conditions are
less favorable than those projected, then additional inventory write-downs may be required. Inventory write-
downs totaled $5.6 million for the year ended-June 30, 2006 and $1.6 million for the year ended June 30, 2005.
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Note F  Property, plant, and equipment censisted of the following (in thousands): '
' ' June 390, June 3,

2006 2006
Leasehold and building improvements ................ S $ 1,163 § 180
Machinery and equipment ... ... ... ... . . i .. 11,068 550
SOftWAre ..o TNy 348 o282
Furniture and ﬁxturcs ............................................... - 292 .70
Equipment not yet placed in service . ................ e 5,810 L=
T L A . 18681 1,052
Less accumulated depreciation .......... R e (1978 (216) .

: . $16703- $ 816

Note G lnvestments

On June 30, 2004, we acqmrcd 473,337 shares of DigiMedia Technology Co,; Ltd representing 1 3.6% -
interest, in exchange for 141,439 shares of our common stock valued at $424,000. DigiMedia provides R&D
and assembly services to Kolin, our principal supplier of LCD televisions. We collaborate with DlglMcdla on
product development cfforts. At June 30, 2006, our owncrshlp in DigiMedia was less than 1%. )

In March 2006, we acquired a 16% interest in Nanjing Huahai Dlsplay chhnology Co [.td by
contributing $270,000 and agreeing to contribute an additional $210,000 in August-2006 and an .additional
$320,000 at a date yet to be determined. Nanjing Huahai Display Technology will manufacture liquid «rystal
display (LCD) televisions in China. At June 30, 2006, operations had not yet commenced.

In !.\.pl'il 2006 'we acquired a 49% interest in Sino-Brillian Display Technology Corporation by
contributing equipment with a book value of $613,000. At June 30, 2006, operations had not yet commenced.

Note H Goodwill and Intangible Assets: : ' ’

On' November 30,-2005, we completed our merger with Syntax Groups Corpération, a privately held
California corporation (“Syntax”), whereby a wholly owned subsidiary of our company was merged with and
into Syntax and Syntax became a wholly owned subsidiary of our company (the “Merger”). As consideration
for the Merger, Syntax shareholders received 1.5379 shares of our commeon stock for each share of Syntax
common stock held by them on November 30, 2005 (the “Exchange Rate”). In the aggregate, shareholders of
Syntax received approximately 34.3 million shares of our common stock. The Exchange Rate was calculated
so the former shareholders of Syntax owned approximately 70% of the fully diluted shares of the’ combmed
company at the closing of the Merger. Thercfore, the Merger has been accounted for as a reverse merger
wherein Syntax is deemed to be the acquiring entity from an accounting perspective. As such, the hlstonca]
financial statements of Syntax became the historical financial statements of the combined company upon
completion of the merger. The statement of operations for the year ended June 30, 2006 includes the results of
operations of Brillian for the seven month period from December 1, 2005 through June 30, 2006. '

The "purpose of thé merger was to combine the established distribution channels, supply chain
management capabilities, and LCD product line of Syntax with-the strong intellectual property porifolio,
rescarch and development talent, and LCoS product line of Brillian. Because Briflian had been a publicly
traded company prior to the Merger, and because its value-reflected the future potential of the LCoS product
line, it was valued in excess of the fair value of its assets. Therefore, the purchase price included approxirr:ately
$7 million of goodwill which has been recorded in the LCoS segment of the combined company.
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- The pro-forma results-of operations for the years ended June 30, 2006 and 2005 as if the Merger had
occurred at thc beginning of each of those years, are as follows ‘

Year Ended June 30,

2006 005
Revenue ................. e e $193,663 § 85,526
Nt 1088 . o ottt A P $(35,052) $(35,138)
Net loss per share ...... [ s R TP $ (086) § (1.17)

In connection with the Merger, the assets acquired and liabilities assumed from Brillian were recorded at
value on the date of the Merger. Allocation of the initial purchase conmdcratnon was as follows

(in thousands):

Fair value of Brillian Stock ... .vv vt i i e e e e e e $ 29,302
Merger related COStS . . ... ... i e e 4,709 . |
Total purchase price .. ....... ... .o iiiiiiiiiiiiiiian., EEETRUTROp PSRN $ 34,011

Cash .. i N TR ST § 1,035

" eAceountsrecéivable. ..t 1L b s EECERRRRRPE 2717 -
INventories . ... ... i e e ' 4,472
Other current BSSEIS ...l e PP EERT TR RERTr 579
Property, plant and cqunpmcnt e e . e ... 10,805
Intangible assets ....... e AP S e PP 21,470
Otherassets .. ......oooiiiiiii i B T T 921
Total assets acquired. . . ..... . e L .39,559
Less labilities assumed . ... ... . e (12,538)
Fair value of net assets acquired . ... .. e i U ©27.021
Goodwill . . ........ e e e P e S 6,990

- Total purchase price ............... e $ 34,011
Intangible assets at June 30, 2006 are as follows {in thousands): -

- N . e - . . : June 30, Amortizable

. . . T L B 2006‘ ’ Life

, LCoS trade, mark and trade names .. ... SEERERTTETY e e $ 1,208 . 7.5 years
Brillian trade mark and-trade name. .. .. e e e 148 4.0 years
Patented tcchnologj'. e S e 20,114  19.0 years ™
Less accumulated amortization ........... ... ool (7133)

1$20737.

- ‘. " . - £

These intangible assets and goodwill are subject to periodic review to determine if impairrﬁent has

occurred and, if so, the amount.of such impairment. If we determine that impairment exists, we will be
required to reduce the carrying value of the impaired asset by the amount of the impairment and to record a
corresponding charge to operations in the period, of impairment. There have been no lmpalrment charges for

the years ended June 30, 2006, 2005, and 2004: ..

, . . ‘e r
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Estimated annual amortization expense through-20L1+and thereafter related to intangible assets at

June 30, 2006 is as follows (in thousands): "o, 9 zr9r a0, f A g
2007 & e e $ 1,257
2008 ... L L T P R S 1,257
2009 ...l e e e 1,257
2000 L T 1,232

L2001 L e e g e e Bl £ o st e g e e D R 1,220,
wytThereafter .. .ouu . v vz o i b s e i e e e e e e e, [ : 14,5&
' $20,737
. - . ".'I ] i
Note I' .Loans Payahle, Bank: : SR o o C Aty

w {

As of June 30 2006 we were party to a business loan agreement with Preferred Bank. The total amount of
borrowings permitted under this agreement at-June 30, 2006 was $28.0 million, subject to a borrowing'base
équal to 80% of eligible accounts receivable approved and assigned to CIT plus 40% of eligible inventor/; up to
a maxunum of $12 million, with the following limitations: i , i

- )(a) $18' mil]ion limitation for tht‘:'ifsﬁﬁar?cc of'IeFt.crs of credit, s.y_lfjt:.ct to ‘t?fe" lborro;wing basc, |
J7¢.(b) $9 million for trust receipts and acceptances up to 90 days, subject to the borr.oiving base;
L (c) $10 million’ for trust recelpts and general workmg capltal for up to 60 days sﬁbject .to the

borrowmg base; - _ o et

v (d) the amounts in (a) plus (b) shall not cxcecd $18 mllhon ’ o

- R T S B 1|

! (e) the amounts in'(a) plus (b) plus (c) shall not-exceed $28 million; and e

(f)‘- the borrowings under the facility bear interest at Preferred Bank’s prime rate (8 25% at Junc 30,
2006) plus 0.50%.

T N O R 1 T I S VA P

Accotints receivable'eligible to be included in the borrowing base include gross amounts assigned o CIT
in accordance with the CIT Agreement. Pursuant to the terms of the credit facility, funds collected by CIT are
to be utilized by Preferred Bank as follows: a) 25% to retire existing trust:receipt Iéans on a first in; first out
basis; :b) 60% to repay advances.under the working capital portion of .the loan facility; and. c) \15% to us.
Additional requirements of the credit facility are that we maintain our primary operating accounts.at Preferred
Bank and that we maintain positive annual taxable net income and submit quarterly internal financial
statements within 60 days of the end of each quarter, and andited annual ﬁnanc:lal statements within 120 days
ofthccndoftheﬁscalyear . . . . o . N

We did not maintain posmve taxable income for the year ended June 30, 2006 and have obtained a waiver
from Prcfcrrcd Bank w1th respect to this covenant. _ , N

B L et LR e e LTI 1) A Y T ! . RIS L '

' 'Thc busmess loan is pérsonally guaranteed Jomt]y and ‘severally by certain' of our officers and dlrectcrs In
addition, Kolin has-provided to Prcfcrred Bank 4'$10 million standby letter of credit as additional secunty for
this facility. This business loan expires oo October'5, 2006. Updn matunty, the entlre unpalcl prlncnpal balance
and all unpalcl accrued interest shall become due and payable in- full: -+ - = - v

In addition, at June 30, 2006, we owed Preferred Bank a short-term loan in the amount of $11.8 million -
which is due on January 5, 2007. Interest is charged at Preferred Bank’s prime rate (8.25% at June 30, 2006)
plus .50%, and the loan is secured by a Kolin deposit account at Preferred Bank.
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Note J- Loss per Share: R . SR

Loss per common share was computed by dividing net loss by the weighted average number of shares of
common stock outstanding during the years ended June 30, 2006, 2005, and 2004. For periods prior to the
completion of the Merger, the weighted average number of shares outstanding is based on the number of
shares of Syntax Groups Corporation common stock outstanding, retroactively adjusted for the Merger
exchange ratio. For the year ended June 30, 2006, the effect of approximately 3.0 million stock options was
excluded from the calculation of loss per share as their effect would have been antidilutive. In addition, for
year ended June 30, 2006, approximately 4.3 million warrants and approximately 4.5 million shares of stock
issuable upon conversion of convertible debentures and convertible preferred stock, were excluded from the
calculation of loss per share as their effect would also have been antidilutive. For the years ended June 30,
2003 and 2004, there were o 'potentially dilutive securities outstandmg '
LA F

Note K Segment Reporting, Sales to Major Customers, and Geographlc Informat:on

Statemnent of Financial Accounting Standards (“SFAS™) No. 131, “D1sclosures about Se'g'}nents of an
Enterprise and-Related Information” establishes standards for the reporting.by public business enterprises of
1nformat1on about operatmg ‘segments, products and services, geograph1c areas, and major eustomers

' We operate in two segments the quuld Crystal Dtsplay (LCD) telewsmns segment and the L1qu1d
Crystal on Silicon (LCoS) segment. The followmg table presents revenues and operatmg 1ncome (loss) for

each of.our segments (1n thousands) . . B 4y _ v

. - Lcp LCos Total

L -:l*'is_ca‘l year ended June 30, 2006 o, . o , L

C. Netsales ...0.... e U PR . ._....,$191 184§ 1806 $192,990 .

.+ Operating income (loss) ... ..... e i, ©$ 8,465 . $(15430) § .(6,965).".

" .uDepreciation and amortization. .. ..., ... e o e § 0 454 0§ 2,020 -8 2474
TOtal BSSELS « v eeeeneee e e § 86,6917 $ 40,965 *$127,656

y+ 1 Fiscal year ended June 30, 2005 - : : ; . e <
Net.sales ...wuwr. . T oee: "8 B2,586 .8 .. —  $ 82,586 .
* Opérating- income (loss) e S UUS SIS S 7 B PR SURI S S
Deprecrauon and amomzatton.'....‘."..'...."...' ..... e, 8§ 186 g i T8 186
Totel assets r ...... ' $_‘37}'634' $ = "§37634"
(Fllscal year ended June 30 2004 ! ‘ o ‘- T \
Net sales ........ R e $ 30616 § — $ 30616 ’
Operatmg mcome (loss) O S e L8 (T44) 80— §  (744)
Depreuatron and amortlzatton. . T e ' ' $ 4‘8"‘ $ : — I$ ) 48

L Total asseis e e e 514038 8 — 514038

e Operatmg costs mcluded in’'one segment may benefit othér segments and therefore: these’ segments are

not desugned to measure operatmg mcome or loss d1rectly related to the products 1ncluded in each segment

oL L (¢ PR T
We had two customers .that accounted for $32:5 million, or 16 8%, -and $25. 3 million, or 13.1%,
respectively, of our net sales in the fiscal year ended June 30, 2006. At June 30, 2006, we had two customers
that’ accounted for $27.5 million, or 81%, and $2. 7 million, or 7. 9%, respectively, of our outstandmg and
una551gned accounts receivablé. Accounts receivable thaf are assrgned to CIT are not 1ncluded hereln as the
credit risk for such accounts has been assumed by CIT. N

" For the year ended June 30, 2003, sales to three customers accounted for approximately 20%, 17%, and
14%, respectively, of our revenue. For the year ended June 30, 2004, sales to two' customers accounted for
approximately 29% and 14%, respectlvely, of our revenue. No other customers accointed for more than 10% of
our revenue;during those periods..n» . . o r Ca
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Net sales by geographic area are determined based upon the location of the end customcr The following
sets forth net sales (in thousands) for these geographic areas:

e North . L .
- America Asia . Europe ' Total
Fiscal year ended June 30, 2006 \ 7 . A ) i-' ' ,_'. :
Net'sales ... ... e e $156,994  $35,675 $321  $192,950
Fiscal year ended June 30, 2005 : v Co T
- Netsales ... o0 .. b . .'.':‘..‘. ......... $ 62,574 $20012 § ~ & 82586
Fiscal year ended June 30 2004 o ! ' ' C ' s o
Net sales ... ... L $28795 $ 18210 $'—  $30616

AN o . LT
All of our assets are Iocated in North America.
" + " Y : .

Note L Commltments and Contlngen(:les "
‘ : oo

We are currently party to various claims. The ultimate outcome of these clalms demdually and-in the
aggregate,-is not expected to have a material -adverse effect on our consolidated financial position or overall
trends in results of operatlons If an unfavorable ruling were to occur, there exists the possibility of a matenal
adverse impact on our net income, financial condmon and cash flows in the period in whlch the rulmg beeurs
or first becomes probable and estimable. The estimate of the potennal impact from the' various legal
proceedmgs on our consolidated f' nancml position or overall results of operations‘and'cash flows could change
in the future. - '

On June 6, 2005, Kolin, our principal source of LCD television products and components, ‘received'
notice from Sony Corporation asserting two alleged patent infringements. We are assisting Kolin in'evalhating
the assertions made as well as the potential impact, if any, on our business. Based upon information’received to
date, .we do not belicve that these assertions will have a material impact on our consolidated financial
condition or results of operations and cash flows. o h

We received a notification from the U.S. Customs Service claiming approximately $3.6 million in
additional import -duties due for our products imported from Kolin. We intend to vigorously deferd our
position regarding the import classifications used for the products in question. Further, because our purchase
terms from Kolin include all costs of delivery including duties, Kolin has affirmed in wrmng its .agreement to
reimburse us for any additional duty that may be deemed duc and payable by the U.S. Customs Serv1ce'
Accordingly, we do not believe that this claim will have a material 1mpact on our ﬁnancnal condmon or 1csults

of operatlons and cash f'lows o
Jr R
- We made a guarantee in connection with a Small Business Admlnlstratlon loan to. Vmce\ iewer

Technology, Inc., a private company developing microdisplay products. VoweVlewer is unable 10 muet its
current obligations under the loan agreement. We and the other guarantors are makmg payments ai they
become due. We have determined that it is probable that VoiceViewer will be unable to meet its - Tuture
obligations under the loan agreement. Therefore, at June 30, 2006, we had accrued $247,000, which reprasents
our maximum remaining obligation under the .guarantee, We have a security interest in, and second ng nts to,
the intellectual property of VoiceViewer, while the lending institution has the first nghts However, we do not
believe we can realize any significant’ value from VoiceViewer’s intellectual property. chy

;' We lease an office and warehouse fauhty in California under an operatmg lease requmng agg'egate
minimum monthly payments of approximately $45,000. The lease ‘agreement Tequires us (o pc»y for
maintenance. The lease expires in August 2008,

e
T . .. B

We lease an office and manufacturing facility in Arizona under an operating lease requiring agg egate
minimum monthly payments of approx1mately $70, 000. The lease agreement requires us to pay for taxes and
maintenance. The lease explres m December of 2009.

We also lease office space and warehouse facilities in Arizona and Colorado on a month-to-month basis.
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As of June 30, 2006, the future minimum lease payments required under non-cancelable operating leases
with remaining terms in excess of one year was as follows (in thousands):

Years Ending June 30,

2007 - $1,400
2008 .o P I . 1,400
2009 . e 935
2010 . oot e 386

$4,121

Total lease expense for thc years ended June 30 2006 2005 and 2004 were $899,000, $205, 000 and
$133,000, respectively.

Note M Stock-Based Compensation:

Our 2003 Incentive Compensation Plan (the “2003 Plan”) was adopted and approved on August 26,
2003. Under the 2003 Plan, an aggregate of 1,650,000 shares of common stock were originally available for
issuance pursuant to options granted to acquire common stock, the direct granting of restricted common stock
and deferred stock, the granting of stock appreciation rights and the granting of dividend equivalents. On the
first day of each fiscal year, an additional number of shares equal to 4% of the total number of shares then
outstanding is added to the number of shares that may be subject to the granting of awards. As of June 30,
2006, there were outstanding options to acquire 1,550,740 shares of our common stock under the 2003 plan. In
addition, an aggregate of 100,000 shares of restricted common stock had been granted under the 2003 Plan as
of June 30, 2006. - ‘

"“In connection with the Merger, options that were originally granted under Syntax’s 2005 Stock Incentive
2005 Deferred Stock and Restricted Stock Plan (the “2005 Plan”), were substituted for options to purchase
our common stock. We do not intend to grant any additicnal awards ‘under the 2005 Plan, Under the 2005
Plan, an aggregate of 1,000,000 shares of Syntax common'stock were originally available for issuance pursuant
to options granted to acquire comnmon stock and the direct granting of restricted common stock and deferred
stock. At the time of the Merger, there were options to purchase 982,900 shares of Syntax common stock
under the 2005 Plan that were substituted for options to purchase 1,511,604 shares of our common stock. As
of June 30, 2006, there .were outstanding options under the 2005 Plan to purchase 1,496 993 sharcs of our
common stock. -

On July 1, 2005, we adopted SFAS No. 123 (revised 2004), “Share-Based Payment” (“SFAS 123R").
SFAS 123R requires the company to recognize expense related to the estimated fair value of stock-based
compensation awards. We elected to use the modified prospective transition method as permitted by
SFAS 123R and therefore have not restatéd our financial results for prior periods. Under this transition
method, stock-based compensation expense for the year-ended June 30, 2006 includes compensation expense
for all stock-based compensation awards granted prior to, but not vested as of July 1, 2005, based on the grant
date fair value estimated in accordance with the original provisions of SFAS No. 123, “Accounting for Stock-
Based Compensation” .(“SFAF 1237). Stock-based compensation expense for all stock-based awards granted
subsequent to July 1, 2005, was based on the grant date fair value estimated in accordance with the provisions
of SFAS 123R. Stock options are granted to employees at exercise prices equal to the fair market value of our
stock at'the dates of grant. We recognize the stock-based compensation expense ratably over the requisite
service periods, which is generally the option vesting term of twelve to fifty months. All stock options have a
term of 10 years. Stock-based compensation expense for the year ended June 30, 2006 was $4.4 million.

1}

- The Merger has been accounted for as a reverse merger, and accordingly, the historical financial
statements of Syntax became the historical financial statements of the combined company. Prior to July 1,
2005, Syntax had not granted any stock options. Therefore, there was no impact from stock-based
compensation on our operating results for the year ended June 30, 2005.
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The welghted average fair values per share of stock options granted have been estimated using the Black-
Scholes pricing model with the following assumptions:

- Year Ended
‘ June 30,
2006 2003
Expected life (inyears) .................coooiiiiiii e 5 =
Expected volatility . ... ... ..o e e 113% --
Risk-free interest rate. .. ... ... ... it e 4.04% --
Dividend yield . . ... ... e N/A -

. The per share weighted average fair values of the stock options awarded in-the year ended June 30, 2006
was $1.70, calculated based on the fair market values of our common stock on the respective dates of grant.

The following table summarizes information about our stock option. transactlons
Optmns Outstanding ’

We:ghled
Average

Exercite

, Number of Price per

' . Shares ) Share -
Outstanding at-June 30, 2005 ........ L e e _ — . —
Granted . . . .. e e i e Sl 1,870,821 $2.20
Added asresult of merger ... ... i L. 1,410,091 $6.81
Exercised .................. R, .. 76,703 - $1.9¢

Forfeited and expired ......... ..ottt i 156,476 $5.6% -
Qutstanding at June 30,2006 ...................... e 3,047,733 $4.17
Exercisable at June 30,2006 ................ i T .. 2,437,027 $4.54

The following table summarizes information about stock options outstanding at June 30, 2006:
Options Qutstanding '

Options Exercisable

Weighted s -

Number Average Weighted Number Weighted
Qutstanding Remaining Average Exercisable Averagn

at June 30, Contractuai Exercise at June 30, Exercisz

Range of Exercise Prices 2006 Life Price 2006 Price
$161- 230 ................... 1,748,935 . 9.1 $1.99 1,308,802 $1.95
242- 460 ... 392,991 . 8.3_ 3.30 245,377 325
463- 936 ... ... .. 754,266 74 7.06 736,306 7.08,
$1020-67.60 ............. ... ... 151,541 Q 17.12 - 146,542 17.06
' 3,047,733 8.5 $4.17 2,437,027 $4.54

—_— . | _ l.:

Note N Benefit Plans: ' L

2003 Employee Stock Purchase Plan

Our 2003 Employee Stock Purchase Plan was adopted by our board of directors and approved ty our
stockholder on August 26, 2003. An aggregate of 400,000 shares of common stock are reserved for issuance
under the 2003 Employee Stock Purchase Plan. This plan consists of a series of successive offering periods,
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each with a maximum duration of 24 months. Six such offering periods had been completed at June 30, 2006,
and a seventh offering period started on July 1, 2006:

Offering Period ; Start Date End Date .'Offering Price Shares issued Date Issued
ISt oo ie i . 9/16/2003  12/31/2003 $7.14 . 13,502 1/2/2004
2nd ... 1/1/2004 6/30/2004 . $6.83 21,389 7/1/2004
Id.....l e 7/1/2004 1273172004 $2.93 43,903 1/3/2005
Ath. ... 1/172005  6/30/2005 °  $2.24 36,329 7/1/2005
Stho...o o /142005 12/31/2005 $2.13 ‘ 39,928 1/3/2006
6th.................... /112006 6/30/2006 $2.04 49,538 7/3/2006

‘tn

401¢k) Profit Sharing Plan

On August 26, 2003, we adopted a 401 (k) proﬁt sharing plan for which our employees generally are
eligible. The plan is intended to qualify under Section 401(k) of the Internal Revenue Code, so that
contributions to the plan by employees or by us and the investment earnings on the contributions are not
taxable to the employees until withdrawn. Our contributions, if any, are deductible by us when made. Our
employees may elect to reduce their current compensation by an amount equal to the maximum of 25% of
total annual compensation or the annual limit permitted by law and to have those funds contributed to the
plan. Although we may make matching contributions to the plan on behalf of all partlmpants we have not
made any contributions since the plan’s adoption. .

Note 0] Long -term Debt:

‘ Long-term debt consisted of the followmg (in thousands)
' June 30, . June 30,

2006 2005
April 2005 7% Convemble Debentures maturing Apnl 20, 2008 convemblc
at $1.57 pershare . ... ... e e $ 983 $—
April 2005 9% Senior Secured Debentures maturing Aprit 20, 2008 secured
by a lien on certain assets . ... ... ... ... 2,000 —_
July 2005 4% Convertible Debentures maturing July 12, 2008, convertible at '
$263pcrsharc...................................................' 1,300 —
July 2005 9% Senior Secured Debenturés maturing July 12, 2008, secured by
A lien On Certaln ASSCES .. .\ vttt ittt e 2,07_5 —
Other long-termdebt ....................... [ 33 —
v 6,393 —
Less:
Discount and beneficial conversion feature on cbn@ertible debentures ..... (1,763) —
Discount on secured debentures ......... ... (872) —
3 5] 71 [ $ 3,758 $—

Amortization of offering costs, debt discount, and beneficial conversion feature of approximately
$5.1 million is included in interest expense for the fiscal year ended June 30, 2006. Interest on the 7% and
4% Convertible Debentures is payable, at our option, in either stock or cash. Due to the beneficial conversion
feature and the value allocated to' warrants issued with the convertible debt, the effective interest rate on the
convertible debt is approximately 38%. Due to the value allocated to warrants issued with the secured debt, the
effective interest rate on the secured debt is approximately 20%. :
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Note P Redeemable Convertible Preferred Stock: -

On December 29, 20035, we issued and sold 3 million shares of 6% redeemable convertible preferred stock
and warrants to purchase 1.5 million shares of common stock for gross proceeds of $15 million. On January 3,
2006, we issued and sold an additional 200,000 shares of 6% redeemable convertible preferred stock and
warrants to purchase 100,000 shares of common stock for gross proceeds of $1.0 million. -

The holders of our 6% redeemable convertible preferred stock are entitled to cumulative dividends that
accrue monthly, beginning on March 29, 2006, at a rate of $0.30 per share. The dividends are payable in cash
or, if certain conditions are met, we may elect to pay the dividends in shares of our common stozk. No
dividends may be paid on our common stock until all dividends owed to the holders of our 6% rede:mable
convertible preferred stock have been paid in full.

The 6% redeemable convertible preferred stock is convertible into shares of our common stock at any
time, at the option of the holders, at an initial conversion price of $5.00 per share. The conversion price is
subject to adjustment upon the occurrence of certain dilutive events, including if we issue any shares of capital
stock at a per share price of less than $5.00 while any shares of 6% redeemable convertible preferred stock are
outstanding.

Warrants issued in connection with the redeemable convertible preferred stock have an exercise price of
$5.00 per share, exercisablé 181 days from closing. Amortization of offering costs, the warrants, and beneficial
conversion feature of approximately $1.6 million is included in interest expense for the year ended June 30,
2006. :

We estimated the per share value of the warrant to be $3.37 using the Black-Scholes model wnh the
following assumptions: life of 5 years; risk free interest rate of 4%; volatility of 74%; and no dividend yieid. The
aggregate value of the warrants is approximately $5,386,000 and was recorded as a discount to the redecmable

. convertible preferred stock. A beneficial conversion feature of approximately $6,186,000 was also recorded as

discount to the redeemable convertible preferred stock. Offering costs were approximately $1,250,000. The
discount will be amortized using the effective method over the life of the preferred stock. For the year ended
June 30, 2006, $3.9 million of amortized discouni and offering costs were charged to interest expense:.

The 6% redeemable convertible preferred stock is mandatorily redeemable. Beginning on Januury 29,
2007, we are required to redeem outstanding shares of the 6% redeemable convertible preferred stock ar a rate
of 250,000 shares cach month at a price of $5.00 per share (subject to certain adjustments) plus any accrued
but unpaid dividends until all outstanding shares are redeemed. We may elect to pay the dividends and
redemption payments in shares of our common stock instead of cash, provided we meet certain conditions.

The 6% redeemable convertible preferred stock has a liquidation preference over the holders of our
common stock so that, if we liquidate, dissolve, or wind up our business, the holders of our 6% redecmable
convertible preferred stock are entitled to a liquidation payment of $5.00 per sharc (subject to <ertain
adjustments) plus any accrued but unpaid dividends prior to any distribution being made to our common
stockholders. The holders of our 6% redeemable convertible preferred stock are also entitled to this liquidation
payment upen any change of control of our business.

Note Q Issuance of Common Stock and Warrants:

On March 29, 2006, we entered into a Securities Purchase Agreement and a Common Stock Purchase
Warrant agreement with Kolin. Pursuant to the Securities Purchase Agreement, we issued 3,000,000 shares of
common stock and a warrant to purchase 750,000 shares of our common stock for gross procezds of
$15 million. The warrant issued in connection this private placement has an exercise price of $5.00 pey share
{(subject to certain adjustments) and is exercisable for a term of five years, beginning on September 26, 2006.
We estimated the per share value of the warrant to be $2.40 using the Black-Scholes model with the following
assumptions: life of 5 years; risk frec interest rate of 4.79%; volatility of 72%; and no dividend yield. The
aggregate value of the warrant is approximately $1,800,000.
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Note R Warrants:

The number of shares of common stock issuable under warrants related to pnvatc placements and the
respective exercise prices are summarized as follows:

. Shares of Common Per Share

‘ , Expiration Stock Issuable Exercise
Warrants Relating to Issuance of: - ‘ Date Under Warrants Price
Apr. 2005 7% Convertible Debentures ............ 10/10/2019 743,837 $1.57

. Jul. 2005 4% Convertible Debentures ............. 01/08/2011 770,571 $2.63
Jul. 2005 9% Secured Debentures ................ 01/08/2011 - ’ 415,000 $2.63
Dec. 2005 Convertible Preferred Stock............ 06/27/2011 1,533,000 $5.00
Jan. 2006 .Convertible Preferred Stock ............ 07/02/2011 100,000 $5.00
Mar. 2006 Common Stock ... .....o.oeie ... 09/26/2010 ' ?50,000 ' $5.00

Total Warrants Outstanding: ................ . ' 4,312,408 ’

Note S Subsequent Event: i L .

On July 15, 2006, we entered into a joint venture agreement with various parties to form Olevia Senna do
Brazil. We have agreed to contribute approximately $1.3 million as needed in return for a 19.5% ownership
position in this newly formed company. Olevia Senna do Brazil was formed to assemble and market Olevia
branded HDTVs in Brazil and throughout South America. : :

Note T Income Taxes: , s

. The principal reasons for the difference between the income tax benefit and the amounts co'fnputcd by
applying the statutory federal and state income tax rates to the loss for the years ended June 30, are as follows:

2006 2005 2004

Federal tax at statutory rates. . ... e A 3% 4% - 34%

' Stétctaxalstatutoryrates...............;'.....: ..... L 5%  20% 5%
Meals and entertainment . ... ....... e IR P 85%  (4)%
Stock opnon expense .......... D e e . (2B — -
O S ST - 9% —
Incredse in valuation allowance ................ S R 3% — —

[Tl RS SRR _0% 130% 35%
'y
" i
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At June 30, deferred taxes represent the tax 'effect of temporary differences related to the following
(in thousands): ‘
2006 . 2005

Deferred tax asscts: .
Inventories teserve . ... ouo i $ 3,748 § 638
Inventory capiiaiizati(;ii.......’..}.........' ............... PO 158 =~ 116
Accrued eXpenses. ... ... o i e 487 —_
Allowances and T€SEIVES . .. .. ... ittt 778 . 1‘,?3 .
Deferred offering COSIS .. ...\ vurrr st e ee e e eennns ' m 177
OReT . . e . ' 99 3
Deferred warranty ........... e e [T C 1,963 835
Depreciation and amortization ............ ...t it - 3,575 —
Net operating 108S ... ...y, 13,040 — .
24,025 2,060
Deferred tax valuation allowance ........... ... ..., T (R1,359) 1 '—
Total ... oiiir i e e e . § 2666  $2,000
Deferred tax liabilities: : . . . . . T P
Depreciation and amortization ............. ... ..o, e 3 —  § ¢y
Prepaid expenses ........ e o (142) —
Step-up basis from merger .................. PO el (1,973) o=
Other....... e e EEE TR v (513 __ 12
Total ::....ioennn. USSR $ (2628) $ (49) %

FASB SFAS No. 109, “Accounting for Income Taxes,” requires that a valuation allowance be
established when it is more likely than not that all or a portion of a deferred tax asset will not be realized.
Changes in valuation allowances from period to period are included in our tax provision in the pesiod of
change. In determining whether a valuation allowance is required, we take into account all evidence with
regard to the utilization of a deferred tax asset, including our past and projected operating results, the
character and jurisdiction of such operating results, unsetiled circumstances that, if unfavorably resolved,
would adversely affect utilization of a deferred tax asset, carryback and carryforward perieds, and tax
strategies that could potentially enhance the likelihood of realization of a deferred tax asset. Since combletion
of the Merger on November 30, 2006, we have not reached profitability. Therefore, we have established a
valuation allowance of approximatety $21.4 million against the deferred tax assets as of June 30, 2006. If it
becomes more likely than not that the deferred tax assets will be realized, we will reduce the vaiuation
allowance and begin 1o recognize the deferred tax asset.

There were approximately $59.8 million and $30.4 million of federal and state net operatirg loss
carryovers respectively as of June 30, 2006. The usage of these losses may be subject to an annual Sectisn 382
limitation because Brillian Corporation went through an ownership change as a result of the merger with
Syntax Groups Corporation.
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Note U Selected Quarterly Financial Data (Unaudited)

The following table summarizes the unaudited consolidated quarterly results of operations as reported for
2006 and 2005 (in thousands):
Quarters Ended
2006 2005 2004
Jun. 30 Mar. 31 Dec. 31 Sep. 30 Jun. 30 Mar. 31 Dee. 31 Sep. W0
(In thonsands)

Netsales..............cun.. $59.807 § 45671 $60,155 $27,357 $22,864 $21,255 $28,809 $9,656
Cost and expenses:

Costofsales............... 52,523 41,514 " 53,321 21,738 20,003 17,570 25,836 8,416

Selling, distribution, and :

marketing ............... 2,867 2,527 1,988 937 805 926 698 3N
General and administrative . . . 4,477 4,060 4,460 5,127 2,590 2,476 1,521 1,027
Research and development . .. 1,853 1,936 627 — — —_ —_ —
) 9,197 8,523 7,075 6,064 3,395 3402 2,219 1,398

Operating income (loss) ....... (1913)  (4,366)  (241)  (445)  (534) 283 754 (158)
Other income (expense)....... (3,585) (7,046)  (991)  {292) (121) (45) 85y (3
Income tax benefit (expense) .. — — (719) 79 213 (95) {255) (1)
Net income (loss) ............ $(5,498) $(11,412) $(1,311) § (658) § (382) § 143 § 414 §(192)

Net income (loss) per shé,rc .. $(0.11) 8 (0.26) $ (0.04) $ (0.05) $ (0.01) $§ 000 § 001 §0.00
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SYNTAX-BRILLIAN CORPORATION

For the Years Ended June 30, 2006, 2005, and 2004

Allowance for doubtful accounts:
Fiscal year ended 6/30/06 ...........
Fiscal year ended 6/30/05 ...........
Fiscal ycar ended 6/30/04 ...........

Valuation allowance for deferred tax
asset:

Fiscal year ended 6/30/06 . ..........
Fiscal year ended 6/30/05 ........ ...
Fiscal year ended 6/30/04 ...... . ....

SCHEDULE 11
VALUATION AND QUALIFYING ACCOUNTS

Increases
(Reductions)
Balance at Charged to Charged to
Beginning Costs and Gther Balance at
of Period Expenses Accounts Write-Offs  End of Period
{In thousands)
$160 $318 8 — $(84) $ 3%
42 120 — (2) 160
29 13 — — 4?2
$ — 3 — $21,359 $ — $21,359
5-1
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|
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Hgh +  S6.44 $5.75 $4.50
low | $388 $3.35 $2.02
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local time, on Thursday, November 30,
20086, at our corporate headquarters
in Tempe, Arizona.
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